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PREFACE  '1 

The  addresses  and  papers  published  in  this  volume  were  presented 
at  the  semi-annual  meeting  of  the  Academy  of  Political  Science,  for- 
tieth year,  held  at  the  Hotel  Astor,  New  York  City,  on  April  30, 1920. 
In  planning  the  meeting,  the  Committee  on  Arrangements  imder- 
took  to  provide  a  forum  for  the  discussion  of  leading  foreign  and 
American  authorities  of  the  most  urgent  economic  problem  of  the  day. 

INFLATION  AND  HIGH  PRICES— mounting  living  costs  and 
the  readjustments  in  wages  and  other  incomes  that  they  necessitate — 
these  are  proving  only  less  unsettling  to  the  world  than  was  the  Great 
War  itself.  Amid  all  of  the  diversity  of  opinion  expressed  in  the 
following  pages,  agreement  in  regard  to  certain  fundamentals  stands 
forth  clearly.  That  inflation  is  the  major  reason  for  high  prices  is 
generally  conceded.  That  among  its  causes  are  excessive  issues  of 
paper  currencies  and  an  unprecedented  expansion  of  bank  credit  in 
connection  with  government  borrowing  is  also  accepted.  Inflation  be- 
ing the  cause,  deflation — gradual  deflation,  since  a  sudden  contraction 
might  prove  worse  than  the  disease — is  the  obvious  remedy.  To  bring 
this  about  governments  must  return  to  the  sound  peace  policy  of 
living  within  their  incomes,  that  is,  refraining  from  adding  further  to 
their  indebtedness,  and  beginning,  on  however  small  a  scale,  repay- 
ment of  outstanding  loans.  That  this  is  not  an  impossible  counsel  of 
perfection  is  attested  by  the  substantial  progress  already  made  by  the 
United  Kingdom,  by  France  and  by  Italy,  as  set  forth  in  the  signifi- 
cant papers  by  Mr.  Broderick,  M.  Casenave  and  Professor  Attolico 
which  follow.  It  is  equally  certain  that  to  succeed  in  this  program 
governments  must  have  the  same  whole-hearted  cooperation  on  the 
part  of  their  citizens  that  they  were  able  to  command  so  signally 
during  the  war.  The  first  form  of  indebtedness  that  should  be  re- 
tired is  the  excessive  issues  of  paper  currencies.  Any  progress 
toward  such  retirement  means  the  continued  imposition  of  heavy 
taxes.  Not  only  must  these  still  be  borne,  but  unless  to  the  saring 
which  they  require  of  taxpayers  are  added  voluntary  savings  to  take 
over  from  the  banks  the  government  securities  with  which  they  are 
now  loaded  up  and  to  restore  the  capital  eqviipment  of  the  world's 
industries,  the  attempt  to  reestablish  normal  conditions  must  fail. 
Along  with  and  as  the  source  of  this  great  volume  of  saving  there 
must  be  increased  production. 


VI  PREFACE 

The  committee  wa5  so  impressed  with  the  vital  importance  of  this 
last  factor  that  several  of  the  important  addresses  deal  exclusively 
with  Increased  Production  as  a  Remedy.  The  emphasis  on  the  con- 
tribution to  this  end  which  may  be  made  through  the  elimination  of 
industrial  disturbances  in  Governor  Allen's  address,  and  the  service 
which  may  be  rendered  even  by  the  profiteer  brought  out  by  Mr. 
Roberts,  are  particularly  worthy  of  attention. 

For  the  United  States  to  increase  production  is  easy.  But  Euro- 
pean countries  lack  the  raw  materials  necessary  to  set  their  factories 
in  motion  and  also  the  means  to  purchase  these  materials.  In  addi- 
tion to  diagnosing  in  masterly  fashion  the  causes  of  the  world's  ills, 
Mr.  Paul  Warburg  in  his  address  on  "  Inflation  as  a  World  Prob- 
lem "  presents  an  earnest  plea  for  the  working  out  of  practicable 
plans  for  bringing  together  surplus  American  raw  materials  and 
idle  European  labor.  How  this  may  l)e  accomplished  through  the 
banking  associations  authorized  by  the  Edge  Act  is  explained  by 
Mr.  W.  S.  Kies. 

The  success  of  these  meetings  in  bringing  together  the  notable 
papers  which  follow,  was  due  first  and  foremost  to  the  speakers 
themselves,  to  whom  the  grateful  thanks  of  the  Academy  are  ex- 
tended. Special  acknowledgment  should  be  made  to  the  distinguished 
foreign  participants,  the  Honorable  J.  Joyce  Broderick,  Commercial 
Counsellor  of  the  British  Embassy,  M.  Maurice  Casenave,  French 
High  Commissioner  to  the  United  States,  and  Professor  B.  Attolico, 
Italian  Minister  Plenipotentiary  and  Commissioner  General  for  Fi- 
nance and  Economic  Matters.  Although  unable  to  be  present  in 
person,  Hartley  Withers,  Esq.,  editor  of  The  Economist,  London, 
generously  submitted  the  valuable  pap>er  which  follows  his  name. 
Only  less  important  was  the  assistance  rendered  by  the  Committee  on 
Arrangements,  Messrs.  Paul  D.  Cravath,  A.  Barton  Hepburn,  J.  H. 
Hollander,  Pierre  Jay,  Samuel  McCune  Lindsay,  R.  C.  McCrea, 
Wesley  C.  Mitchell,  Dwight  W.  Morrow,  Seward  Prosser,  Albert 
Shaw,  F.  A.  Vanderlip,  Paul  Warburg,  and  H.  Parker  Willis,  to 
whom  the  Academy  also  extends  its  expressions  of  appreciation. 

The  Editor. 


CAUSES  AND  PROGRESS  OF  INFLATION 

E.  W.  KEM MERER 
Professor  of  Economics  and  Finance,  Princeton  University 

THE  causes  of  the  inflation  ^  which  the  country  has  ex- 
perienced since  1913  may  be  divided  into  two  groups: 
( I )  Non-war  causes  or  causes  that  presumabl)'-  would 
have  been  operative  had  there  been  no  war  and  ;  ( 2 )  war  causes. 
This  division  is  a  convenient  one  for  purposes  of  analysis  and 
exposition,  but,  as  for  most  classifications  in  the  field  of  eco- 
nomics, the  line  of  demarkation  is  not  a  sharp  one. 

From  1896  to  191 3  the  United  States,  like  all  other  gold 
standard  countries,  went  through  a  period  of  inflation.  In 
those  17  years  the  country's  physical  volume  of  business  in- 
creased about  117  per  cent.^  The  country's  stock  of  monetary 
gold  increased  212  per  cent,  the  amount  of  money  in  circula- 
tion, 123  per  cent;  and  bank  deposits,  subject  to  check,  201 
per  cent.^  There  is  evidence  of  substantial  increase  during  the 
same  period  both  in  the  rate  of  money  and  deposit  turnover.* 

1  Two  years  ago  in  an  article  on  Inflation  written  for  the  American  Eco- 
nomic Eeview,  the  writer  defined  inflation  as  follows:  "Without  attempting 
to  harmonize  the  varioua  conflicting  views,  nor  to  give  a  precise  and  formal 
definition  of  inflation,  we  may  note  that  there  is  one  idea  common  to  most 
uses  of  the  word,  namely,  the  idea  of  a  supply  of  circulating  media  in  excess 
of  trade  needs.  It  is  the  idea  of  redundancy  of  money  or  circulating  credit 
or  both,  a  redundancy  that  results  in  rising  prices.  .  .  .  More  specifically, 
inflation  occurs  when,  at  a  gwen  price  level,  a  country  'a  circulating  media — 
cash  and  deposit  currency — increase  relatively  to  trade  needs. ' '  It  is  in  the 
above  sense  that  the  term  is  used  in  the  present  paper.  ' '  Inflation, ' '  Amer- 
ican Economic  Eeview,  June  1918,  p.  247. 

2  The  nine  indices  of  the  physical  growth  of  business  (excluding  the  in- 
dices expressed  in  dollar  values  used  in  my  Money  and  Prices,  pp.  130-131) 
showed  an  average  increase  from  1896  to  1908  of  93  per  cent.  Irving 
Fisher's  Index  of  the  physical  volume  of  trade  increased  26  per  cent  from 
1908  to  1913.  Together  these  indices  showed  an  increase  from  1896  to  1913 
of  117  per  cent.  Irving  Fisher's  index  alone  showed  an  increase  of  138  per 
cent  for  the  same  period. 

s  Irving  Fisher  'h  figures  are  used  for  bank  depasite,  Am.eri,can  Economic 
Revieiv,  June,  1915,  chart  facing  page  408. 
*Ibid. 

(I) 
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Here  was  an  expansion  of  currency  and  circulating  credit 
far  in  excess  of  the  growth  in  the  physical  volume  of  business 
— an  expansion  due  chiefly  to  the  great  increase  in  the  world's 
gold  ])roductiun,  an  increase  of  which  the  United  States  re- 
ceived a  continually  growing  share.  Under  such  circumstances 
a  great  rise  in  the  country's  price  level  was  to  be  expected. 
What  took  place  is  familiar  to  all.  Our  American  wholesale 
price  level  rose  about  50  per  cent  during  the  i  7  years  from  1896 
to  1 91 3,  representing  an  average  annual  increase  of  about  3 
per  cent,  measured  arithmetically,  and  about  2.4  per  cent, 
measured  geometrically. 

The  forces  that  pushed  up  the  price  level  during  the  period 
1896  to  191 3  were  still  operating  when  the  European  War 
broke  out.  They  presumably  would  have  continued  to  push 
up  prices  for  some  time  had  there  been  no  war,  and  they 
exerted  an  upward  pressure  on  the  price  level  during  the  war 
itself.  While  the  world's  annual  gold  production  declined 
somewhat  during  the  later  years  of  the  war,  the  amounts  pro- 
duced none  the  le.ss  continued  to  be  large,  as  compared  with 
the  average  for  any  considerable  number  of  previous  years, 
and  they  were  being  poured  into  a  reservoir  of  gold  whose  level 
had  been  for  many  years  a  rising  one. 

The  second  class  of  non-war  causes  leading  to  inflation  during 
the  years  191 3  to  1920  were  those  growing  out  of  the  reorgani- 
zation of  our  American  banking  system.  Mere  it  is  difl^cult  to 
distinguish  between  non-war  and  war  causes  because  it  is  im- 
possible to  determine  to  what  extent,  if  any,  some  of  the  organic 
changes  made  in  our  banking  s\'stem  during  the  last  six  years 
should  be  attributed  to  war  causes.  An  important  instance  of 
this  kind  is  the  federal  reserve  amendment  of  June  21,  191  7, 
providing  for  a  further  reduction  in  legal  reserves  of  member 
banks  and  discontinuing  entirely  all  cash-in-vault  legal  reserve 
requirements  for  these  banks.  Would  this  change  have  been 
made  had  it  not  been  for  tiie  war?      It  is  \ery  doubtful. 

At  any  rate,  important  reductions  in  legal  reserve  require- 
ments were  made  by  our  federal  reserve  legislation  prior  to 
the  outbreak  of  the  war  in  Europe  and  with  no  reference  to  such 
a  contingency.  Our  banking  .system  had  been  cumbersome  and 
our  use  of  reserves  exceedingly  wasteful.  Abnormally  large 
reserves  had  been  needed  to  support  a  given  volume  of  deposit 
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World's  Gold  Production 

special 
(/u«w.<  Geneval  Judex  lfuj/(ber  Index  Nuinhet- 

{average  lS9i>-190i,  =-  100)  (i9J5  =  100) 

1895  - 9,615  73.1 

1896  9,784  74.4 

1897  11,421  86.8 

1898  13,878  105.6 

1899  14,838  -  112.8 

1900  12,315  93.6 

1901  12,626  96.0 

1902  14,355  109.2 

1903  15,853  120.5 

1904  16,804  127.8 

1905  18,396  139.9 

1906  19,471  148.1 

1907  19,977  151.9 

1908  21,422  162.9 

1909  . 21,965  167.0 

1910  22,022  167.5 

1911  22,348  170.0 

1912  22,549  171.5 

1913  22,250  169.2  100 

1914  21,240  166.8              95.4 

1915  22,675  172.5  102. 

1916  21,970  167.6              98.6 

1917  20,290  154.3              91.0 

1918  18,427  140.1              82.7 

1919  17,664  (est.)  134.3              79.4 

credit,  because  our  reserves  were  widely  scattered  and  im- 
mobile and  because  our  circulating  bank  credit  was  woefully  in- 
elastic. The  remedying  of  these  evils  through  the  federal  re- 
serve system  made  possible  and  desirable  the  release  from  re- 
serves of  large  quantities  of  money  with  corresponding  reduc- 
tions in  reserve  ratios.  Under  normal  conditions  this  release 
would  have  resulted  in  heavy  net  exportations  of  gold. 

An  idea  of  the  extent  of  the  reduction  in  ultimate  legal  re- 
serve requirements  contemplated  by  the  federal  reserve  act 
at  the  time  of  its  enactment  may  be  obtained  by  asking  our- 
selves how  the  law  would  have  affected  the  ultimate  legal  cash 
reserves  held  against  deposits  in  the  case  of  three  national 
banks :  one  in  a  central  reserve  city,  one  in  a  reserve  city,  and 
one  in  a  country  bank  city.  It  is  assumed  that  each  bank  had 
at  both  dates  demand  deposits  of  $1,200,000,  time  deposits 
(payable  after  30  days'  notice)  of  $300,000,  and  a  national 
bank  note  circulation  of  $100,000.      The  situation  in  1913,  and 
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the  situation  as  it  ultimately  would  have  been  had  the  legal 
reserve  requirements  of  the  original  act  gone  into  full  effect, 
are  shown  in  the  following  table  : 


Ultimate  Leoal  Cash  Keservb 


1913.' 

After  federal  reocrre 

act  of  1013  should  have 

gone  into  full  eflect. 

Amount. 

$375,000 
234,375 
111,094 

Per  cent, 
of  depoHitfl- 

Amount.' 

Per  cent, 
of  depo«ita. 

Central  Roservc  City  Bank.  . 
ReKerve  Cily  Bank  .        ... 
Country  I?Hnk           .... 

25 
15.6 
7.4 

$156,765 
132,400 
108,018 

10.6 
8.8 
7.2 

All  three  banks    .   .   . 

$720,469 

16.0 

^97,173 

8.8 

In  the  central  reserve  cit^-  bank  it  will  be  observed  the  re- 
duction would  have  been  from  a  reserve  representing  25  per 
cent  of  deposits  to  one  representing  10^/2  per  cent.  In  the  re- 
serve city  bank  the  corresponding  reduction  would  have  been 
from  15.6  per  cent  to  8.8  per  cent,  and  in  the  country  bank 
from  7.4  per  cent  to  7.2  per  cent.  The  figures  show  an  aver- 
age reserve  for  the  three  banks  of  16  per  cent  before  the  federal 
reserve  act  was  passed  and  .show  that  the  average  would  have 
been  8.8  per  cent,  had  the  reserve  requirements  of  the  act  in  its 
original  form  gone  into  full  operation.  Some  idea  of  how 
important  this  reduction  would  have  been  will  be  obtained 
when  it  is  noticed  that  the  net  deposits  in  191  3  (August  9th) 
were  $1,619  niillions  for  all  central  reserve  cit\'  banks,  $1,882 
millions  for  all  reserve  city  banks,  and  $3,596  millions  for  all 
country  banks.  The  total  net  depo.sits  for  the  three  groups  of 
banks  combined  were  $7,097  millions.  A  reduction  in  ultimate 
legal  cash  reservas  from  16.0  per  cent  to  8.8  per  cent  on  the 
total  net  deposits  in   1913  would  have  released  $511   millions 

»  In  (vimputintj  roHTTo  amonnifl  fraction^]  pfirtn  of  a  dollar  hart'  N'on 
ignored. 

2  That  part  of  tli<'  legnl  ro«orso  that  the  l.aw  pt'rmittAd  to  bo  hold  at  the 
bonk 'h  option  oither  as  cjuth  in  vault  or  .la  ;i  dopo»<it  with  the  foder.H.1  re- 
«ervB  bfuik,  it  ha.s  N>«n  ai»>tim««d  wonld  ha>"o  b*vn  held  half  in  o:u*h  form. 
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of  reserve  money  which,  taking  an  8.8  per  cent  average 
reserve  as  the  ultimate  legal  reserve  base,  would  have  been 
adequate  for  a  deposit  expansion  of  over  $5,800  millions. 
Under  peace  conditions  of  course  an  expansion  of  such  dimen- 
sions in  deposit  currency  would  have  been  impossible,  for  a 
large  part  of  the  released  reserves  would  have  left  the  country 
in  the  form  of  heavy  gold  exports.  Some  of  this  gold  would 
have  gone  into  the  arts.  The  gold  embargo  later  prevented  the 
exportation  of  gold  except  in  very  small  quantities,  but  that 
is  a  war  measure  and  will  be  considered  later.  It  may  be 
claimed  that  a  reduction  in  legal  reserve  requirements  is  a  very 
different  thing  from  a  reduction  in  actual  cash  reserves. 
No  one,  however,  can  study  the  bank  reserve  experiences 
of  the  United  States  of  recent  years  without  being  impressed 
with  the  close  connection  between  our  legal  requirements  and 
our  actual  reserves.  Actual  reserves  in  the  United  States 
usually  stand  very  close  to  the  legal  minima.^  The  program 
laid  down  in  the  federal  reserve  act  as  originally  passed,  for 
the  gradual  modification  of  legal  reserves  until  they  should 
reach  the  limits  given  above  after  a  three-year  period,  was 
never  fully  carried  out.  Before  that  time  the  war  struck  us 
and  under  the  pressure  of  war  demands  legal  reserves  were 
reduced  to  a  much  further  extent  than  was  provided  for  in  the 
act  of  1 91 3.  Those  changes  will  be  considered  later.  The 
amount  of  inflation  that  would  have  resulted  from  the  carrying 
through  of  the  reserve  reduction  provisions  of  the  original  fed- 
eral reserve  act  cannot  be  attributed  to  the  war,  although  the 
war  probably  would  have  expedited  the  process  of  inflation 
through  taking  up  the  slack  much  more  quickly  than  otherwise 
would  have  been  the  case. 

The  other  non-war  causes  of  inflation  call  for  only  a  brief 
consideration.  The  first  is  the  introduction  of  the  new  fed- 
eral reserve  notes.  In  191 3  the  most  important  item  in  our 
paper  money  circulation  was  the  gold  certificate  which  was 
backed  dollar  for  dollar  by  gold  and  of  which  the  circulation 
amounted  to  almost  exactly  one  billion  dollars.  The  new  fed- 
eral reserve  note  called  for  a  legal  minimum  gold  reserve  of 

1  See  Anntuil  Report  of  the  Comptroller  of  the  Currency,  1913,  pp.  278- 
281;  also  0.  M.  W.  8prague,  Crises  Under  the  National  Banking  System, 
p.  216. 
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40  per  cent.  Even  before  our  entrance  into  the  w  ar,  the  federal 
reserve  bank  had  adopted  tlie  policy  of  withholding  gold  certifi- 
cates from  circulation  and  putting  in  their  places  federal  re- 
serve notes.  This  policy  strengthened  the  gold  position  of  the 
federal  reserve  banks  and  put  into  circulation  a  more  elastic 
form  of  paper  money.  It  none  the  less  was  a  cause  of  inflation  ; 
for  it  substituted  in  active  circulation,  a  form  of  paper  money 
requiring  a  40  per  cent  legal  reserve  for  one  requiring  lOO 
per  cent. 

Had  it  not  been  for  the  war  many  years  might  have  elapsed 
before  the  actual  reserves  against  federal  reserve  notes  were 
reduced  to  the  legal  minimum  of  40  per  cent,  but  it  is  a  fair 
guess,  in  the  light  of  American  experiences  with  legal  reserve 
minima,  that  the  time  would  ultimately  have  come.  A  billion 
dollars  of  gold  certificates,  if  withdrawn  from  circulation  and 
used  as  a  40  per  cent  reserve  for  federal  reserve  notes,  would 
permit  a  net  currency  expansion  of  $1,500  millions.  Under 
normal  conditions  the  effect  of  such  a  policy  on  prices  would 
have  been  small  for  the  policy  would  have  forced  gold  out  of 
the  countrj'  and  thereby  the  resulting  inflation  would  have  been 
spread  out  rather  thinly  over  the  gold  standard  countries  of 
the  entire  world.  Here  again,  however,  we  encounter  the  gold 
embargo  induced  by  the  war,  which  entirely  changed  the 
situation. 

Other  non-war  cau.ses  of  inflation  are  found  in  the  develop- 
ment of  the  clearing  and  collection  system  of  the  federal  re- 
serve banks  and  in  the  establishment  of  the  gt>ld  settlement 
fund.  These  developments  represent  some  of  the  most  credit- 
able features  of  our  American  banking  histor\'  and  the  federal 
reserve  authorities  deserve  high  praise  for  what  they  have  ac- 
complished in  this  connection.  None  the  less  these  much 
needed  improvements  contributed  to  inflation.  They  have  in- 
creased the  efficiency  of  our  currency  and  circulating  credit 
and  enabled  the  average  dollar  to  do  more  money  work  than 
before.  They  have  reduced  the  wasteful  habit  of  routing 
checks,  cheapened  dome.stic  exchange  operations,  made  possible 
the  transfer  from  one  part  of  the  country-  to  another  of  many 
millions  of  dollars  by  means  of  book  credits  that  would  other- 
wise have  required  the  shipment  of  currency',  and  they  have 
therefore  reduced  the  average  amount  of  money  continually 
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tied  up  in  transit.  To  increase  the  efficiency  of  the  dollar  in 
these  ways  is  to  increase  the  effective  currency  supply  as  truly 
as  to  increase  the  number  of  dollars.  The  dollars  turn  over 
more  rapidly  and  therefore  do  more  money  work. 

Most  of  these  non-war  causes  of  inflation  represent  improve- 
ments in  our  circulation  and  banking  systems.  Had  it  not  been 
for  the  war  the  inflation  incident  to  these  improvements  would 
have  made  itself  felt  more  slowly  and,  being  spread  out  over 
the  whole  gold  standard  world,  would  probably  not  have  been 
very  serious  in  its  permanent  price-lifting  effects.  The  war 
aggravated  these  inflationary  influences  and  added  many  new 
ones  of  its  own.  Let  us  now  turn  to  the  distinctive  war  causes 
of  inflation. 

Although  without  the  war  we  probably  should  have  ex- 
perienced heavy  losses  of  gold  on  net  balance  during  the  early 
period  of  the  operation  of  the  federal  reserve  act,  the  war 
itself  reversed  this  situation  and  brought  us,  prior  to  our  own 
entrance  as  a  belligerent,  the  largest  flood  of  gold  that  has 
ever  come  to  any  country  within  the  same  length  of  time  in 
the  world's  history.  The  four  months,  August  to  November, 
1914,  witnessed  a  net  exportation  of  gold  of  85.7  millions 
chiefly  in  response  to  Europe's  demands  upon  us  for  the  liquida- 
tion of  our  floating  indebtedness  to  her.  In  December,  how- 
ever, the  tide  turned  and  from  August  i,  1914,  to  April  I,  191 7, 
our  total  net  importation  of  gold  amounted  to  $1,109  millions. 
During  this  same  period,  namely,  approximately  the  period  of 
the  war  before  our  entrance  as  a  belligerent,  our  merchandise 
exports  exceeded  our  merchandise  imports  by  $6,054  rnillions 
— an  average  of  $189.3  millions  a  month,  as  compared  with 
an  average  of  $46.5  millions  a  month  for  the  fiscal  years  191 2, 
1913  and  1914. 

After  our  entrance  into  the  war,  and  until  the  armistice,  the 
change  in  our  supply  of  monetary  gold  was  negligible.  From 
April  I,  191 7,  to  November  I,  191 8,  our  net  importation  of  gold 
amounted  to  only  1 1.5  millions.  During  this  period  we  raised 
still  higher  our  excess  merchandise  exports,  bringing  them  to 
$4,850  millions,  or  an  average  of  $255  millions  a  month  for  the 
nineteen  months  we  were  a  belligerent.  We  received,  however, 
most  of  the  compensation  that  was  due  us  for  this  excess,  in 
the  form  of  securities,  practically  none  in  the  form  of  gold. 
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The  huge  supplies  of  gold  that  we  received  during  tlie  first 
thirt\'-two  months  of  the  war  were  dammed  up  in  the  country 
by  the  gold  embargo  which  the  government  maintained  from 
September  7,  191  7,  to  June  10,  1919.  During  the  approximate 
period  of  the  embargo  the  total  authorized  exports  of  gold 
were  $111.6  millions,  but,  as  we  have  already  seen,  the  gold 
exports  were  almost  entirely  offset  by  the  gold  im[x>rts  of  the 
same  period.  For  approximately  the  period  since  the  armis- 
tice, namely,  from  November  i,  191 8,  to  March  10,  1920,  we 
have  had  a  net  exportation  of  gold  of  387  millions.  Our 
.stock  of  monetar)-  gold  decreased  from  $3,080  millions  on 
November  i,  1918,  to  $2,721  millions  on  March  i,  1920. 

One  important  war  cause  of  inflation,  therefore,  was  an  in- 
creased supply  of  monetary  gold  in  the  United  States  through- 
out the  whole  period  of  our  belligerency  amounting  approxi- 
mately to  $1,100  millions,  an  amount  equivalent  to  58  per  cent 
of  our  entire  stock  of  monetary  gold  at  the  outbreak  of  the  war. 

A  second  war  cause  of  inflation  consisted  in  the  reduction  in 
legal  reserve  requirements  of  member  banks  made  through  the 
amendments  of  August  15,  1914,  and  June  21,  1917,  to  the 
federal  reserve  act.  As  a  result  of  these  amendments  legal  re- 
serves against  demand  deposits  were  reduced  for  central  re- 
serve cit>'  banks  from  18  per  cent  to  13  per  cent,  for  reserve 
city  banks  from  15  per  cent  to  10  per  cent,  and  for  countr\' 
banks  from  12  per  cent  to  7  per  cent.  Furthermore,  all  legal 
requirements  for  reserves  in  vaults  of  the  member  banks  were 
discontinued,  thus  making  deposits  in  the  federal  reserve  banks 
the  only  legal  reserve.  For  time  deposits  the  legal  reserve 
requirement  for  all  banks  was  reduced  from  5  per  cent  to  3 
per  cent.  Provision  was  also  made  whereby  gold  held  by 
federal  reserve  banks  as  collateral  against  issues  of  federal 
reserve  notes  .should  be  counted  also  as  part  of  the  gold  reserve 
against  these  notes — a  provision  concerning  which  the  federal 
reserve  board  said  in  its  fourth  annual  rei)ort :  "  The  effective 
gold  holdings  of  the  federal  reserve  banks  have  thuj  been 
greatly  augmented  and  their  discount  power  commensuratcly 
increased.   ..."  * 

Referring  to  the  table  on  page  4  and  making  the  same  com- 
putation for  ultimate  legal  cash  reserves  under  these  new  re- 

•  Pap*  11. 
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quirements  that  we  made  for  them  under  the  previous  require- 
ments, we  arrive  at  the  following  results :  For  the  central  re- 
serve city  bank  the  ultimate  legal  cash  reserve  required  was 
reduced  from  $156,755,  representing  10.5  per  cent  of  deposits, 
to  $62,750,  representing  4.18  per  cent  of  deposits;  for  the 
reserve  city  bank  the  reduction  was  from  $132,400,  represent- 
ing 8.8  per  cent  of  deposits,  to  $50,150,  representing  3.34  per 
cent;  for  the  country'  bank  the  reduction  was  from  $108,018, 
representing  7.2  |>er  cent  of  deposits,  to  $37,550,  representing 
2y2  per  cent;  for  all  three  banks  combined  the  reduction  was 
from  $397,173,  representing  8.8  per  cent  of  deposits,  to  $150,- 
450,  representing  3.34  per  cent 

This  was  a  large  reduction  in  ultimate  legal  reserve  require- 
ments coming  as  it  did  less  than  four  years  after  the  great 
reduction  authorized  in  the  original  federal  reserve  act.  For 
the  three  banks  combined  the  new  requirements  average  only 
slightly  more  than  one-fifth  of  the  requirements  prior  to  the 
federal  reserve  act,  and  they  average  less  than  two-fifths  of 
what  they  ultimately  would  have  been  under  the  act  as  origi- 
nally passed.  These  reductions  were  made  under  war  conditions 
and  the  public  has  never  fully  realized  their  importance. 
Whether  justified  or  not  by  the  war  emergency — and  person- 
ally I  believe  they  were  excessive — ^they  were  a  great  factor 
in  the  progress  of  inflation. 

Rapidly  thereafter  the  ultimate  cash  reserves  declined  in  the 
direction  of  these  new  legal  minima,  and  they  are  still  tending 
in  that  direction.  From  191 3  to  1919  the  average  ultimate 
cash  reserve  against  deposits  in  our  commercial  banks  (ex- 
clusive of  bankers'  balances)  declined  as  follows:  ^  1913,  11.7; 
1914,  II. 7;  1915,  11.9;  1916,  10.7;  1917,  10.6;  1918,  7.0; 
1 9 19,  6.6.  A  rough  idea  of  the  potentialities  for  expansion 
that  this  reduction  involved  may  be  obtained  by  applying  these 
figures  to  the  amount  of  net  deposits  in  national  banks  as  of 
the  approximate  date  of  the  passage  of  the  second  amend- 
ment, namely,  June  21,  191 7. 

On  June  20,  191 7,  the  net  deposits  against  which  a  reserve  is 
required,  for  the  banks  of  the  three  central  reserve  cities  were 
$2,825  millions;  a  reduction  of  average  ultimate  legal  reserve 

1  See  Kemmerer,  "Inflation,"  American  Economic  Beview,  June,  1918, 
pp.  253-256. 
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on  this  sum  from  10.5  per  cent  to  4.18  per  cent  would  release 
$178.5  millions  of  reserve  money,  which  at  the  4.18  per  cent 
reserve  ratio  would  be  sufficient  for  a  deposit  expansion  of 
$4,270  millions. 

On  the  same  date  the  corresponding  net  deposits  of  reserve 
cit>'  banks  were  $2,956  millions.  On  this  sum  a  reduction  of 
average  ultimate  legal  reserve  from  8.8  per  cent  to  3.34  per  cent 
would  release  $161.5  millions  of  reserve  money,  which  at  a  3.34 
per  cent  reserve  ratio  would  be  sufficient  for  a  deposit  ex- 
pansion of  $4,835  millions.  For  country  banks  on  June  20, 
191  7,  the  net  deposits  amounted  to  $4,302  millions.  On  this  sum 
a  reduction  of  average  ultimate  legal  reserve  from  7.2  per  cent 
to  2.5  per  cent  would  release  $202.2  millions  of  reserve  money, 
which  at  the  2.5  per  cent  reserve  ratio  would  be  sufficient  for 
a  deposit  expansion  of  $8,090  millions.  For  all  three  classes 
of  national  banks  combined  the  amount  of  reserve  money  re- 
leased would  therefore  be  $542.2  millions  and  the  potential 
deposit  expansion  thereby  created,  assuming  the  existence  of 
the  gold  embargo,  would  be  $17,196  millions. 

The  fact  that  similar  reductions  also  applied  to  numerous 
state  banks  and  trust  companies,  which  were  members  of  the 
federal  reserve  system  and  which  computed  their  legal  reserves 
on  the  same  or  essentially  the  same  bases  as  the  national  banks, 
would  greatly  increase  these  figures. 

Of  course  the  fact  that  all  banks  need  some  till-money,  even 
though  that  money  cannot  be  counted  as  legal  reserve,  prevents 
ultimate  reserves  from  reaching  the  legal  reserve  minima  unless 
through  action  of  the  Federal  Reserve  Board,  the  nonnal  legal 
reserve  minima  are  reduced  to  meet  emergency  demands.  To 
a  large  and  increasing  degree,  however,  till  money  itself  is 
being  made  up  of  federal  reserve  notes  which  themselves  carr\' 
a  legal  reserve  of  only  40  per  cent. 

A  third  war  cause  of  inflation  is  found  in  the  slackening 
rate  of  increase  in  physical  production  caused  by  the  war.  At 
such  a  time  production  of  many  kinds  of  goods  is  interrupted, 
economic  energies  arc  diverted  into  new  channels  involving 
much  waste  and  lost  motion  in  the  readjusting  process,  millions 
of  men  are  called  from  economic  pursuits  into  militar)-  and 
naval  service,  and  the  products  of  industrj'  are  destroyed  on  a 
tremendous  scale.      Dcsjjite  much  overtime  work,  an   increas- 
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ing  employment  of  women  and  children,  the  speeding-up  of 
economic  activity  and  the  increasing  standardization  of  prod- 
ucts, we  cannot  expect  during  such  a  period  of  storm  and 
stress  very  much  of  an  increase  in  the  sum  total  of  physical 
products  thrown  on  the  market  for  purchase  and  sale. 

From  1896  to  191 3  we  have  estimated  the  increase  in  the 
country's  physical  volume  of  business  to  have  been  roughly 
about  1 1 7  per  cent,  or  approximately  7  per  cent  a  year.  Index 
numbers  I  have  computed  for  the  physical  volume  of  business 
forthe  years  1913  to  1919  are  as  follows  :  ^  1913,  100;  1914,  99; 
1915,  104;  1916,  109;  1917,  112;  1918,  113;  1919,  109.6. 

This  gives  an  average  rate  of  increase  from  191 3  to  191 9 
inclusive  of  only  1.6  per  cent. 

In  this  connection  it  should  be  noted  that  during  the  war  the 
course  of  products  from  producer  to  consumer  was  often 
shorter  and  more  direct  than  it  would  be  in  normal  times. 
With  a  price  level  unchanged,  a  given  physical  volume  of  busi- 
ness could  probably  have  been  carried  on  under  war  conditions 
prevailing  in  the  United  States  during  191 7  and  19 18  with  a 
smaller  amount  of  money  and  circulating  credit  than  in  normal 
times,  because  the  shifting  of  production  to  government  ac- 
count shortened  greatly  the  average  distance  from  producer 
to  consumer,  and  lessened  the  average  amount  of  exchange  or 
money  work  required  to  place  a  given  amount  of  goods  in  the 
hands  of  the  final  consumer.  On  this  subject  Professor  G.  O. 
Virtue  said  in  a  recent  article:  * 

The  effect  of  this  large  scale  purchase  by  the  government,  often  in  the 
early  stages  of  production,  and  its  method  of  dispensing  them  without  fur- 
ther use  of  money,  by  decreasing  the  rapidity  of  circulation  of  great  quan- 
tities of  goods,  must  have  affected  the  price  level  in  the  same  way  as  would 
a  reduction  in  the  amount  of  goods,  or  a  sudden  resort  to  barter  on  a  large 
scale,  or  to  a  more  direct  mode  of  marketing. 

The  war  causes  just  described  created  vast  potentialities  of 
currency  and  deposit  credit 'expansion.     It  was  to  the  financial 

1  For  a  description  of  the  method  of  computing  these  index  numbers,  see 
Kemmerer,  "Inflation,"  American  Economic  Beview,  June,  1918,  p.  248, 
footnote  1;  also,  Kemmerer,  "Inflation,"  The  Bankers  Statistics  Corpora- 
tion Service,  December  4,  1919,  p.  1. 

2 "  Another  Reason  why  War  Prices  are  High, ' '  Quarterly  Journal  of 
Economics,  August,  1919,  pp.  729-733. 

(II) 


13  INFLATION  AND  HIGH  PRICES  [Vol  IX 

interest  of  the  government,  the  business  public,  and  the  banker 
to  turn  these  potentialities  into  actualities  by  taking  advantage 
of  the  powers  of  expansion  thus  created.  One  of  the  most  im- 
portant factors  in  this  process  was  the  government's  war  polic>' 
of  depending  extensively  on  loans  for  financing  the  war  and  of 
floating  these  loans  in  vast  quantities  at  rates  of  interest  much 
below  market  rates  by  rr^eans  of  appeals  to  war  patriotism 
chiefly  through  great  loan  drives,  during  which  the  public 
were  encouraged  to  borrow  of  the  banks  and  to  buy  bonds  to 
the  limit  of  their  borrowing  capacity. 

Buyers  of  Liberty  Bonds  could  usually  borrow  of  their  local 
banks  the  money  necessary  for  purchasing  the  bonds  at  the  some 
rates  of  interest  that  were  paid  by  the  bonds,  dei>ositing  the 
bonds  as  collateral  for  their  loans.  Inasmuch  as  small  margins 
— in  some  cases  practically  none  at  all — were  required  by  banks 
on  these  loans,  tlie  interest  received  on  the  bonds  practically 
paid  the  interest  due  the  banks  on  the  purchaser's  note.  The 
fact  that  the  funds  paid  to  the  bank  for  the  government's  ac- 
count on  such  bond  sales  were  usually  left  as  a  government 
deposit  at  the  bank  for  several  weeks  at  the  low  interest  rate 
of  2  per  cent,  without  the  requirement  of  any  reserve  against 
the  deposit,  usually  made  the  operation  a  profitable  one  to  the 
bank.  When  later  the  government  called  upon  the  banks  for 
the  funds  the  federal  reserve  bank  was  ready  to  lend  to  the 
banks  the  funds  necessary  for  meeting  the  government's  call, 
and  to  do  so  at  a  rate  of  interest  lower  thaii  that  being  ]>aid  to 
the  bank  by  their  bond-buying  customers,  accepting  as  col- 
lateral at  par  the  customers'  notes  with  the  bonds  attached  as 
collateral  or  rediscounting  those  notes.  This  procedure  lodged 
the  bonds  with  the  federal  reserve  banks  releasing  against  them 
federal  reserve  bank  deposits  or  federal  reserve  notes,  the  latter 
being  obligations  of  the  government — a  process  wiiich  ex- 
panded the  federal  reserve  bank's  liabilities,  both  deposit  and 
note,  and  tended  to  force  continually  downward  the  federal 
reserve  bank's  j>ercentage  t)f  reserve. 

If  the  buyer  of  the  Liberty  Bond  did  in)t  forthwith  curtail 
his  expenditure  on  other  things — and  reduce  liis  loan  at  the 
bank — and  in  all  too  many  c<xses  he  did  not — the  ultimate  re- 
sult of  this  scries  of  operations  was  inflation  and  practically 
nothing  more.     The  borrower  went  on  consuming  goods  as  be- 
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fore,  competing  with  the  government  for  the  country's  limited 
supply  of  labor  and  capital ;  the  local  bank  went  on  lending  as 
before  because  its  loan  to  the  Liberty  Bond  buyer  had  not  ap- 
preciably curtailed  its  loanable  funds;  the  government  had 
more  funds  than  before  but  there  were  no  more  goods  thereby 
created  or  made  available  by  the  bond  buyer's  economies  for 
the  government's  war  needs.  The  federal  reserve  bank,  how- 
ever, had  expanded  its  liabilities  and  reduced  its  ratio  of 
reserves  to  deposits  and  outstanding  federal  reserve  notes. 
Under  the  pressure  of  the  increased  purchasing  power  in  the 
forms  of  circulating  bank  deposits  and  federal  reserve  notes 
thus  thrown  on  the  market  to  be  used  in  competition  for  the 
pre-existing  supply  of  goods,  the  price  level  was  rapidly  forced 
upward. 

During  the  entire  period  of  our  participation  in  the  war  and 
during  most  of  the  time  that  has  elapsed  since  the  armistice, 
discount  rates  at  the  twelve  federal  reserve  banks  have  been 
maintained  below  the  market  rate  for  like  paper.^  "  The  mar- 
ket has  been  in  the  Federal  Reserve  Bank."  For  most  of  the 
time  the  federal  reserve  banks  offered  preferentially  low  rates 
for  loans  collateraled  by  war  paper.  Patriotism  and  pressure 
from  Washington  led  the  banks  to  make  heavy  purchases  of 
certificates  of  indebtedness  for  their  own  account.  The  result 
has  been  that  both  the  member  banks  and  the  federal  reserve 
banks  have  been  loaded  up  with  war  paper,  at  times  carrying 
upwards  of  seven  billions  of  dollars  of  the  government's  debt. 

Our  heavy  net  exportations  of  goods  to  Europe  during  the 
war  resulted  in  large  receipts  of  European  securities.  These 
securities  in  substantial  quantities  were  hyf>othecated  at  our 
banks  and  served  as  a  basis  for  further  currency  and  credit 
expansion. 

It  was  some  time  before  the  potentialities  for  credit  ex- 
pansion which  were  being  created  in  the  manner  above  de- 
scribed made  themselves  felt  in  a  rising  price  level.  There  was 
no  appreciable  increase  in  general  prices  from  the  outbreak  of 
the  war  until  the  fall  of  1916.  From  that  time  until  the 
armistice  the  general  tendency  of  the  price  level  was  strongly 

1  See  E.  W.  Kemmerer,  ' '  Redisconnting  and  the  Federal  Reserve  Dis- 
count Rate,"  Jonrnal  of  fhe  American  Bankers  Association,  April,  1920, 
pp.  582-584. 
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upward.  There  was  a  slight  reaction  at  the  time  of  the  armis- 
tice but  since  February,  19 19,  the  upward  movement  has  again 
been  pronounced  and  is  continuing  to  this  day.  At  the  present 
time  our  price  level,  as  measured  by  the  liureau  of  Labor 
Statistics  Index  Numbers,  is  approximately  1 50  per  cent  higher 
than  it  was  in  July,  1914,  or  in  the  fall  of  191  5.  There  is  al- 
ways a  lag  between  the  time  of  currency  and  credit  expansion 
and  the  rise  in  the  price  level — a  lag  which  is  largely  re- 
sponsible for  the  scarcity  of  goods  of  nearly  every  kind  at 
current  prices.  A  study  of  this  lag  is  one  of  the  most  interest- 
ing statistical  problems  now  before  economists. 

The  conclusions  of  this  paper  may  be  summarized  briefly  as 
follows:  There  have  been  two  groups  of  causes  for  the  in- 
flation we  have  experienced — non-war  causes  and  war  causes. 
The  chief  non-war  causes  were  the  large  gold  production  that 
preceded  the  war  and  continued  during  its  early  years,  and  the 
changes  in  our  currency  and  banking  system  that  would  have 
resulted  from  the  carrying  out  of  the  provisions  of  the  federal 
reserve  act  as  originally  enacted.  Among  these  changes  the 
principal  ones  making  for  inflation  were  the  reduction  of  re- 
serve requirements  for  member  banks,  the  introduction  of  the 
federal  reserve  note,  and  the  organization  and  development  of 
the  federal  reserve  clearing  and  collection  system,  including 
the  gold  settlement  fund.  These  currency  and  banking  changes 
that  would  have  taken  place  under  the  federal  reserve  act  as 
originally  enacted,  even  had  there  been  no  war,  would  have  re- 
sulted in  considerable  inflation,  but  the  effects  of  this  inflation  on 
the  price  level  would  have  been  felt  more  slowly  and  nothing 
like  to  the  same  extent,  partly  because  they  would  not  have  been 
speeded  up  by  war  pressure  and  partly  because  the  supply  of 
gold  released  by  these  improvements  in  our  American  currency 
and  banking  system  would  have  been  spread  out  thinly  over 
the  entire  gold-standard  world,  instead  of  being  dammed  up 
in  this  country. 

The  chief  war  causes  of  inflation  were  the  heavy  net  im- 
portations of  gold  into  this  country  resulting  from  Europe's 
unprecedented  demands  upon  us  for  war  supplies,  the  gold 
embargo,  the  great  war-time  reductions  made  in  legal  reserve 
requirements  of  our  national  banks  and  of  many  other  member 
banks,   the  extensive   resort  by   the  government   to   loans   for 
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financing  the  war,  particularly  loans  at  artificially  low  rates 
of  interest  that  were  floated  largely  by  the  aid  of  very  low 
discount  rates  at  the  federal  reserve  banks  for  war  paper,  and 
by  the  aid  of  undue  encouragement  of  the  public  to  borrow 
and  buy.  This  policy  placed  vast  sums  in  the  hands  of  the 
government  but  did  not  increase  the  physical  supply  of  goods 
which  the  government  was  so  urgently  needing.  It,  however, 
gave  the  government  an  advantageous  position  in  the  com- 
petition for  goods  that  were  being  produced,  because  it  gave 
the  government  almost  unlimited  funds  and  by  forcing  up 
prices  at  a  rapid  rate  compelled  rigid  economies  on  the  part  of 
that  large  proportion  of  the  public  whose  incomes  either  re- 
mained practically  constant  or  increased  much  less  rapidly  than 
did  the  cost  of  living.  This  released  labor  and  capital  for 
the  production  of  war  supplies,  but  it  placed  the  economic  bur- 
den of  the  war  very  unequally  and  very  inequitably.  The  slack- 
ening of  the  usual  rate  of  increase  of  physical  production 
because  of  war-time  readjustments  and  because  of  the  depletion 
of  our  labor  force,  the  more  direct  routing  from  producer  to 
consumer  of  the  goods  produced,  the  wholesale  destruction  of 
the  products  of  industry,  and  the  speeding-up  of  the  rates  of 
monetary  and  deposit  currency  turnover,  all  contributed  their 
part  to  the  war-time  inflation. 

We  won  our  independence  nearly  a  century  and  a  half  ago 
in  a  war  financed  predominantly  by  paper  money  inflation,  we 
maintained  the  Union  a  half  a  century  ago  by  a  war  financed 
extensively  by  paper  money  inflation,  we  have  just  preserved 
our  political  heritage  by  a  war  financed  in  the  United  States 
largely  by  deposit  currency  inflation,  and  yet  we  nearly  all  con- 
demn inflation  as  a  most  inequitable  method  of  financing  a  war. 
The  great  difficulty  has  been  and,  I  fear,  will  continue  to  be, 
that  financing  a  war  by  inflation,  with  all  its  injustice  and  with 
its  necessary  aftermath  of  economic  and  social  problems,  is  none 
the  less  both  politically  and  economically,  during  the  war  itself, 
the  line  of  least  resistance. 
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TREASURY   METHODS   OF   FINANCING   THE   WAR 
IN   RELATION  TO  INFLATION 

R.  C.   LEFFINGWELL 
Asdifltant  Secretary  of  the  Treasury 

I 

Financing  the  War 

THE  Treasun''s  war  problem  was  to  meet  the  financial 
requirements  of  tlic  Governments  of  the  United  States 
and  the  Allies  promptly  and  without  stint,  and  to  meet 
them  so  far  as  possible  from  the  saved  incomes  of  the  people, 
avoiding  avoidable  inflation.  These  objectives  must  be  pur- 
sued in  such  ways  as  would  not  interfere  with,  but  on  the  con- 
trary facilitate,  the  mobilization  of  the  nation  for  war  purposes 
and  the  production  and  transportation  of  munitions  and  sup- 
plies. It  was  necessar\'  that  the  Treasury  should  reach  its 
determinations  without  the  possibilit\'  of  knowing  the  duration 
of  the  war  or,  consequently,  the  magnitude  of  the  ultimate 
financial  eflfort  which  the  country  would  be  called  upon  to 
make.  The  Allies  had  about  reached  the  end  of  their  tether 
because  of  their  dependence  upon  imports  iot  an  important  part 
of  their  munitions  and  sujjplies.  The\'  had  nearly  reached  the 
limit  of  their  ability  to  finance  these  through  private  channels 
in  America  and  the  neutral  world.  The  Central  Empires,  more 
self-contained  in  fact  and  aided  by  the  blockades  maintained 
by  the  Allies,  appeared  to  be  less  subject  to  the  ri.sk  of  economic 
breakdown.  The  United  States,  the  last  great  nation  to  enter 
the  war,  was  also  the  last  great  reservoir  of  available  wealth 
which  could  be  tajjped  in  the  Allied  cause.  If  .America  failed 
to  meet  the  financial  and  economic  demands  upon  her,  the  war 
was  lost. 

For  about  a  year  after  i>ur  declaration  of  war  our  loans  to 
the  .Allies  were  our  principal  effective  contribution  to  winning 
the  war  wliich  they  were  fighting.  During  the  first  six  months 
the  loans  we  made  to  Russia  and  the  knowledge  of  our  willing- 
ness to  make  further  loans  kept  Ru.««ia  in  the  war  and  held  the 
eastern  front.      The  loan  we  made  to  Italy  in  the  fall  of  191  7, 
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when  the  great  offensive  broke  on  Italy,  gave  the  Italian 
|)eople  courage  and  enabled  Italy  to  replace  the  lost  munitions 
and  supplies.  In  the  spring  of  1918  our  silver  helped  hold 
India  efTective  for  the  Allies.^  In  the  summer  of  191 8  Ameri- 
can credits  sustained  the  French  when  Paris  itself  was  under 
gunfire. 

As  our  military  effort  grew,  the  demands  of  our  own  army 
and  navy  in  large  measure  displaced  those  of  the  Allies  in  re- 
spect to  American  production  and  transportation,  and  the  bur- 
den which  the  Treasury  had  to  bear  came  increasingly  to 
represent  the  expenditures  of  our  own  Government  and  de- 
creasingly  those  of  the  Governments  of  the  Allies.  The 
rapidity  with  which  our  financial  and  economic  resources  were 
mobilized  made  po.ssible  the  termination  of  the  war  a  year 
sooner  than  had  been  hoped  by  the  most  optimistic.  Our 
military  and  economic  effort  was,  I  believe,  planned  to  reach 
the  peak  in  the  spring  or  summer  of  191 9.  Though  hostilities 
ceased  on  November  ii,  1918,  the  Treasury  was  called  upon 
to  meet  expenditures  to  the  average  amount  of  about  $2,- 
000,000,000  a  month  in  November  and  December,  191 8,  and 
January,  19 19 — the  full  amount  of  the  First  Liberty  Loan 
each  month.  The  peak  of  the  war  debt  was  not  reached  until 
August  31,  1919  (when  the  floating  debt  amounted  to  about 
$4,000,000,00*0,  and  the  total  gross  debt  amounted  in  round 
figures  to  $26,596,000,000),  and  it  was  not  until  January,  1920, 
that  the  Treasury  was  able  to  reduce  the  floating  debt  to  man- 
ageable amount  and  maturities. 

In  the  period,  lacking  six  days  of  three  years,  from  the  de- 
claration of  war  to  March  31,  1920,  on  the  basis  of  Treasury 
daily  statements,  excluding  transactions  in  the  principal  of  the 
public  debt,  the  Government's  current  expenditures  amounted 
in  round  figures  to  $37,455,000,000  and  its  current  receipts  to 
$14,198,000,000,  the  difference  being  covered  by  a  net  increase 
in  the  public  debt  of  $23,257,000,000.      On  March  31,  1920,  the 

1 ' '  The  timely  help  thus  rendered  by  the  United  States  Government  in 
placing  at  India's  disposal  a  supply  of  silver  which  represents  considerably 
more  than  the  world  's  annual  mine  production  since  1914,  enabled  the  Gov- 
ernment of  India  to  tide  over  a  very  serious  currency  crisis  and  to  main- 
tain the  convertibility  of  the  note  issue."  British  White  Paper,  Cmd.  527, 
1920,  page  11.  Report  of  the  Committee  appointed  by  the  Secretary  of 
State  for  India  to  enquire  into  Indian  Exchange  and  Currency. 
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gross  debt  had  been  decreased  by  about  $1,900,000,000  to 
$24,698,000,000  from  taxes  and  salvage,  including  in  the  latter 
item  the  reduction  of  the  net  balance  in  the  general  fund  made 
possible  by  the  reduced  ordinary  and  public  debt  disburse- 
ments. Though  the  current  months  of  April  and  May  will 
show  an  important  increase  in  the  public  debt,  in  large  measure 
due  to  the  heavy  burdens  thrown  upon  the  Treasury  in  con- 
nection with  the  return  of  the  railroads  to  private  control,  the 
Treasury  is  hopeful  that  the  ground  lost  in  the  first  two  months 
of  this  last  quarter  of  the  fiscal  year  will  be  regained  in  June 
when  another  installment  of  income  and  profits  taxes  is  pay- 
able, and  that  the  end  of  the  fiscal  year  on  June  30,  1920,  will 
show  a  reduction  in  the  gross  debt  of  somewhere  near  $1,750,- 
000,000  from  the  peak  in  August,  191 9,  and  that  the  operations 
of  the  whole  fiscal  year  will  show  a  decrease  in  the  gross  debt 
of  some  $600,000,000  which  is  more  than  accounted  for,  how- 
ever, by  the  decreased  balance  in  the  general  fund.  This 
means  that  for  the  fiscal  year  beginning  seven  months  after 
the  cessation  of  hostilities,  three  days  after  the  signing  of  a 
peace  treaty  which  is  still  unratified  by  America,  and  two 
months  before  the  peak  of  the  war  debt  was  reached,  the  United 
States  should  balance  its  budget  within  a  couple  of  hundred 
million  dollars — current  receipts  against  current  expenditures. 

The  total  disbursements  of  $37,455,000,000  include  expen- 
ditures for  loans  to  the  Allies  and  obligations  taken  from  the 
Allies  and  other  Governments  upon  the  sale  of  goods  on  credit 
in  the  aggregate  amount  of,  say,  $10,000,000,000,  and  in  addi- 
tion several  billion  dollars  worth  of  more  or  less  salvageable 
investments.  To  what  extent  and  with  what  degree  of  ex- 
pedition these  investments  may  be  liquidated  depends  upon 
questions  of  public  policy  as  well  as  practical  finance. 

The  most  rigid  economy  in  Government  expenditure  should 
be  enforced,  adequate  revenue  from  taxes  should  be  provided 
and  rigorous  salvage  methods  adopted  with  a  view  to  the  rapid 
retirement  of  the  floating  debt  and  of  a  portion  of  the  Victor}- 
Loan  before  maturity.  If  due  progress  is  thus  made  in  redu- 
cing the  floating  debt,  Victory  Notes  should  be  accepted  at  par 
in  payment  of  the  five  income  and  profits  tax  installments  fall- 
ing due  in  the  calendar  year  1922  and  the  first  quarter  of  the 
calendar  year  1923  ;  or  if  the  notes  are  th«n  selling  at  or  abox'C 
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par,  a  portion  of  them  should  be  called  for  redemption  in  June 
and  December,  1922.  This  would  raise  the  level  of  all  other 
Government  securities  and  make  possible  the  refunding  of  the 
reduced  balance  of  the  Victory  Loan  upon  terms  advantageous 
to  the  Government. 

These  measures  are  feasible  and  necessary.  If,  however,  we 
reduce  taxes,  increase  expenditures  and  delay  salvage  oper- 
ations, the  Government's  financial  predicament  will  be  grave, 
for  the  debt  outstanding  and  maturing  within  three  years 
amounts  to  some  $8,000,000,000. 

The  maturities  and  redemption  dates  of  the  Liberty  Bonds 
and  Victory  Notes  were  arranged  conveniently  for  the  retire- 
ment of  the  public  debt.  The  sinking  fund  will  retire  the 
entire  funded  war  debt  (over  and  above  the  amount  of  obliga- 
tions of  foreign  governments  held  by  the  United  States)  within 
less  than  twenty-five  years  if,  say,  $1,250,000,000  a  year  is 
provided  for  the  service  of  the  debt,  including  interest  and 
sinking  fund. 

11 

The  Treasury's  Methods 

The  methods  pursued  for  accomplishing  these  results  were 
intended  to  and  did  hold  the  inevitable  war  inflation  in  this 
country  down  to  a  minimum.  There  are  three  ways  of  finan- 
cing Government  expenditures :  taxes,  loans  and  paper  money. 
The  last  and  worst  of  these  methods  was  resorted  to,  to  a 
greater  or  less  extent,  by  all  the  European  belligerents,  and, 
to  a  disastrous  extent,  by  some.  It  was  avoided  in  the  United 
States  as  a  means  of  meeting  the  Government's  war  expendi- 
tures. The  Government  did  not  issue  paper  money;  nor  did 
it  borrow  directly  from  the  Banks  of  issue  except  (a)  tem- 
porary borrowings  for  a  day  or  a  few  days  at  a  time  which 
were  promptly  repaid  by  withdrawals  from  depositary  banks  or 
out  of  tax  receipts,  and  (b-)  certificates  sold  to  Federal  Re- 
serve Banks  under  the  Pittman  Act  as  a  basis  for  the  issue  of 
Federal  Reserve  Bank  notes  to  replace  silver  withdrawn  from 
circulation  and  sold  to  the  British  Government  for  India. 
There  have  been  a  few  instances  of  purchases  of  Treasury  cer- 
tificates of  public  issues  by  one  or  more  of  the  Federal  Reserve 
Banks  but  these  have  been  in  such  small  amounts  and  of  such 
brief  duration  as  to  be  negligible. 
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Taxation.  The  Trcaiiury  persistently  antl,  on  the  whole, 
successfully  insisted  that  one-third  of  the  current  war  expendi- 
tures should  be  met  from  current  taxes.  The  effort  to  go 
further  would  jirobably  have  defeated  itself  and  made  the 
speeding  up  of  production  for  the  winning  of  the  war  impos- 
sible. When  tax  rates  are  low,  the  inequalities,  injustices  and 
economic  injuries  from  errors  in  the  incidence  of  taxation  are 
slight  enough  ;  but  as  rates  go  higher  their  consequences  become 
graver.  The  income  of  the  business  man  in  a  period  when 
the  demand  is  for  increased  production  ought  to  be  turned  back 
into  his  business.  The  income  of  the  rentier  ought  to  be  taken 
up  to  the  point  where  the  most  rigid  economy  in  personal  e.\- 
l>enditures  would  be  enforced.  As  a  practical  matter  the  dis- 
tinction cannot  be  made,  so  we  impose  taxes  as  high  as  we  dare 
upon  both  and  seek  to  take  the  surplus  income  of  the  rentier 
by  loans. 

The  first  War  Revenue  Act  became  law  on  October  3,  191  7, 
about  si.x  months  after  the  declaration  of  war.  Six  months 
later  it  became  apparent  to  the  Treasur>'  that  war  expenditures 
were  mounting  very  rapidly  and,  immediately  after  the  Third 
Liberty  Loan  the  Treasun^'  took  steps  to  obtain  additional 
rerenue  from  taxation,  demanding  $8,000,000,000  in  taxes 
against  a  rough  estimate  of  $24,000,000,000  of  expenditures. 
The  proposal  was  resisted  bitterly  by  leaders  of  both  parties  in 
Congress,  who  -were  anxious  to  adjourn  for  the  summer  and 
were  looking  forward  to  a  general  election  in  the  fall.  The 
issue  was  laid  before  the  President,  who,  after  careful  con- 
sideration, sustained  the  Treasury  and  on  May  27,  191 8,  de- 
livered a  special  message  to  Congress  demanding  an  increase 
of  taxes.  After  months  of  delay  the  Hou.se  passed  a  bill  esti- 
mated to  produce  $8,000,000,000  of  taxes,  but  this  bill  was 
still  before  the  Senate  Finance  Committee  when  the  armistice 
was  signed.  The  Treasury,  three  days  after  armistice,  re- 
duced its  estimates  of  exjjenditures  for  the  fiscal  year  from 
$24,000,000,000  to  $18,000,000,000  (a  figure  which  proved  to 
be  correct  within  a  few  hundred  millions  of  dollars)  and 
advised  the  reduction  of  the  taxes  to  be  carried  by  the  pending 
bill  from  $8,000,000,000  to  $6,000,000,000  for  the  current  year 
and  $4,000,000,000  for  subsequent  years.  These  recommenda- 
tions were  ultimately  adopted  in  the  second  War  Revenue  Act, 
which  dill  not,  however,  become  law  until  Februar\-  24,  1919. 
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The  Treasury's  tax  policy  measurably  limited  the  inflation 
inevitably  incident  to  the  war.  But  we  must  not  assume  that 
to  the  full  extent  that  Government  expenditures  are  met  from 
taxes  inflation  is  avoided.  There  are  good  and  bad  taxes. 
Congress  gave  effect  to  the  demands  of  the  Treasury  as  to  the 
amount  of  revenue  required,  but  the  House  of  Representatives 
and  the  Ways  and  Means  Committee  of  that  House  are  very 
jealous  of  the  right  and  duty  which  they  believe  to  be  theirs  to 
initiate  revenue  measures.  The  Treasury  was  consulted  and 
given  the  most  courteous  consideration  and  the  fullest  oppor- 
tunity to  express  its  views,  but  the  tax  bills  were  written  ift 
Committee  and  the  Treasury's  views  were  overruled  in  many 
important  instances. 

The  Treasury,  though  favoring  and  indeed  urging  the  war 
profits  tax  as  a  tax  upon  profits  roughly  attributable  to  the  war, 
strongly  opposed  the  excess  profits  tax  as  a  tax  upon  profits  in 
excess  of  a  given  return  upon  invested  capital.  Experience 
has  shown,  what  the  Treasury  always  asserted,  that  the  excess 
profits  tax  discourages  initiative  and  enterprise,  rewards  over- 
capitalization and  discourages  conservatism  in  capitalization, 
confirms  great  corporations  in  their  monopolies,  encourages 
extravagance  and  wasteful  management,  and  adds  to  the  cost 
of  living. 

Similarly  the  Treasury  advised  against  excessive  rates  of 
surtax  and  urged  heavier  rates  of  normal  tax.  Excessive  sur- 
taxes do  not  produce  revenue  but  drive  capital  into  the  billions 
of  exempt  securities ;  and  the  manufacture  of  additional 
amounts  of  exempt  securities  is  stimulated  by  the  very  existence 
of  these  high  surtax  rates.  This  encourages  wasteful  or  defer- 
able expenditure  by  States  and  municipalities  at  a  time  when 
the  worldwide  shortage  of  capital  makes  it  urgently  necessary 
that  our  capital  resources  be  conserved  for  productive  business. 
Graduated  surtaxes  are  necessary  and  desirable  socially,  but, 
particularly  where  there  exist  billions  of  dollars  of  securities 
carrying  exemption  from  these  taxes,  excessive  surtax  rates 
defeat  their  own  ends  and,  in  the  last  analysis,  the  burden  is 
shifted  to  the  community  as  a  whole  because  of  the  consequent 
shortage  of  capital  for  useful  and  necessary  purposes. 

The  departure  from  the  Treasury's  views  concerning  surtaxes 
and  normal  taxes  has  seriously  impaired  the  market  value  of 
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Liberty  Bonds,  wliich  are  exempt  from  the  normal  taxes  but, 
with  certain  exceptions  and  limitations,  subject  to  surtaxes. 
It  is  within  the  power  of  Congress,  by  reducing  surtaxes  and 
increasing  normal  taxes,  to  lift  Liberty  Bonds  to  practically 
any  market  level  it  chooses. 

In  the  last  analysis,  taxes  can  only  be  paid  out  of  income, 
and  the  best  tax  is  a  properly  graduated  income  tax.  When  a 
tax  is  imposed  uj)on  sometliing  else,  or  measured  in  some  other 
way,  the  taxjjayer  who  has  not  current  income  available  must 
shift  the  burden  to  some  one  else.  If  possible  he  will  shift  it 
to  the  ultimate  consumer.  Capital  taxes,  including  retroactive 
war  profits  taxes,  and  excessive  surtaxes,  excess  profits  taxes 
and  sales  taxes — all  these  must  be  shifted  sooner  or  later — 
after  much  economic  disorder  in  some  cases — if  possible  to 
the  consumer.  Because  the  whole  income  of  the  poor  man  is 
spent  on  things  he  consumes,  and  the  greater  part  of  the  in- 
come of  the  man  of  modest  means  but  a  ncglible  part  of  the 
income  of  the  rich  man,  taxes  of  this  sort  are  unjust  and  un- 
necessarily burdensome.  There  is  an  even  greater  evil  in 
these  indirect  taxes  and  that  lies  in  the  fact  that  Congress  is 
perpetually  urged  to  make  expenditures  out  of  the  public  purse 
for  the  benefit  of  some  class  or  group  in  the  community.  A 
system  of  indirect  taxation  makes  it  possible  to  conceal  from 
the  great  mass  of  the  voters  upon  whom  the  burdens  fall  the 
fact  that  they  are  being  mulcted  in  order  to  confer  special  bene- 
fits upon  a  part  of  the  community.  The  notion  that  in  some 
mysterious  way  the  other  fellow  will  pay,  the  profiteer  or  the 
plutocrat, — or  perhaps  the  general  public  without  knowing  it 
— leads  to  wasteful  expenditure. 

Thus  the  beneficent  effects  of  the  Treasurer's  policy,  to  pay  as 
we  go  one-third  of  the  war  expenditures  from  taxes,  were 
limited  by  the  character  of  the  taxes  imposed.  Inflation  was 
avoided  to  an  important  extent  because  the  spending  power  of 
the  individual  was  curtailed  and  transferred  to  the  Govern- 
ment without  the  issue  by  the  Government  of  credit  instruments. 
The  full  value,  however,  of  these  measures  was  not  obtained 
because  certain  of  the  taxes  imposed  tended  to  tlissipate  or 
penalize  capital  and  inflate  prices. 

Liberty  Loans.  When  the  war  began  the  investment  bank- 
ers of  the  country  had,  it  is  said,  sold  bonds  of  all  kinds  to  .some 
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four  hundred  thousand  persons.  The  Treasury  grappled  with 
the  problem  of  loans  boldly,  relying  upon  the  patriotism  and 
capacity  for  self-sacrifice  of  the  American  people;  it  devised  a 
sound  plan  of  decentralized  organization  for  mobilizing  the 
financial  resources  of  the  country;  and  it  promptly  drew  into 
its  headquarters  staff  experts  from  the  business  and  financial 
world,  who  under  the  Secretary  gave  to  the  fine  old  Treasury 
organization  the  necessary  leadership  for  solving  the  problems 
of  the  war. 

The  Sixty-fifth  Congress  convened  on  the  2nd  of  April, 
191 7,  war  was  declared  on  the  6th,  and  the  First  Liberty 
Loan  Act  was  approved  on  the  24th.  It  was  the  third 
Act  passed  by  the  Sixty-fifth  Congress,  being  preceded  only 
by  two  deficiency  appropriation  bills.  Bankers  differed 
in  their  opinions  as  to  the  amount  of  bonds  which  could 
be  sold,  some  believing  that  the  amount  might  run 
as  high  as  $1,500,000,000,  others  that  it  must  not  exceed 
$500,000,000.  The  Treasury  asked  $2,000,000,000  and  the 
loan  was  oversubscribed  fifty  per  cent.  The  Treasury  avoided 
conventional  methods  of  bond  selling,  paid  no  commissions, 
employed  the  Federal  Reserve  Banks  as  fiscal  agents,  and  called 
upon  the  leaders  in  the  banking  and  business  world  in  every 
community  to  form  Liberty  Loan  Committees  and  lead  the 
movement.  In  organization  it  pursued  a  policy  of  decentrali- 
zation, vesting  leadership  in  the  Governors  of  the  twelve  Fed- 
eral Reserve  Banks  and  in  committees  appointed  by  them. 

The  First  Liberty  Loan  not  only  filled  the  Treasury  for  the 
moment  but  it  prepared  the  American  people  for  the  draft  and 
made  them  realize  the  war.  It  taught  millions  of  them  what  a 
bond  is  and  how  to  save  and  pay  for  one. 

Fom  May,  191 7,  to  May,  19 19,  the  country  was  thrown  by 
the  Treasury  every  six  months  into  the  throes  of  a  Liberty  Loan 
campaign — five  loan  campaigns  in  two  years.  It  is  estimated 
that  20,000,000  people  or  mpre  subscribed  for  some  or  all  of  the 
loans,  and  that  2,000,000  people  took  part  as  workers  in  one  or 
all  of  the  campaigns.  During  these  two  years,  covering  the 
whole  period  of  our  participation  in  the  war  and  six  months 
after  the  fighting  stopped,  no  one  in  America  was  ever  allowed 
to  forget  that  there  was  a  war,  that  he  had  a  part  in  it,  that  that 
part  included  buying  Liberty  Bonds  or  Victory  Notes,  and  that 
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to  do  it  he  must  save  money.  In  the  history  of  finance  no  de- 
vice was  ever  evolved  so  effective  for  procuring  saving  as  the 
Liberty  Loan  campaign.^.  Every  one  was  always  buying  a 
Libert}-  Bond  or  Victory  Note,  or  trying  to  pay  for  one  or 
getting  ready  to  buy  bonds  or  notes  of  the  next  issue.  The 
First,  Second,  Third,  Fourth  and  \'ictory  Loan  campaigns 
stand  out  in  my  mind  as  the  most  magnificent  economic  achieve- 
ment of  any  people.  For  conception,  direction  and  detail  the 
Treasun,'  is  entitled  to  credit  and  must  assume  resj>onsibility, 
but  for  the  actual  achievement  of  100,000,000  united  people 
inspired  by  the  finest  and  purest  patriotism  no  man  or  group  of 
men  could  be  so  foolish  as  to  imagine  themselves  res{x)nsible. 
Those  Liberty  Loans  were  the  principal  instrument  in  raising 
cash  and  getting  the  people  to  save  for  the  war. 

In  fi.xing  the  terms  of  the  loans  the  Treasury'  had  always  one 
major  consideration  in  mind,  and  it  perhaps  acccjunts  for  some 
divergence  of  opinion  between  the  Treasury  and  some  of  the 
bankers.  It  was  not  from  a  wilful  desire  to  make  the  sale  of 
bonds  hard,  but  from  a  determination  to  finance  the  war  so  that 
it  should  never  be  lost  for  financial  reasons,  that  the  Treasury 
sold  long  bonds,  and  sold  bonds  at  low  rates  of  interest.  There 
must  never  come  an  end  of  the  war  in  defeat  because  of  lack 
of  foresight,  lack  of  courage  to  take  the  first  steps  in  a  careful, 
thoughtful  way,  looking  to  the  possibilit}'  of  a  long  war.  In 
addition  to  the  eflfect  of  high  rates  of  interest  and  short  maturi- 
ties in  depreciating  other  securities  and  in  causing  apprehen.sion 
as  to  the  future,  must  be  kept  in  mind  the  psychological  effect 
at  home  and  abroad. 

As  to  maturity  the  experience  of  the  Governments  of  the 
Allies  showed  conclusively  the  grave  embarrassment  which 
must  confront  any  Government  in  the  course  of  a  long  war 
which  failed  to  place  long-time  bonds.  The  theory  that  short 
bonds  would  keep  themselves  at  par  has  not  been  su.stained  in 
practice.  Very  much  the  highest  interest  bases  have  been  es- 
tablished by  the  short  bonds  and  notes  of  this  and  other  gov- 
ernments. The  explanation  is  simple.  When  bonds  are  sold, 
to  the  accompaniment  of  patriotic  appeal,  to  an  amount  in  ex- 
cess of  the  normal  investment  demand,  subscribers  who  have 
overbought  sell  first  the  bonds  which  they  can  sell  with  the  lea.st 
loss  of  principal.      Thiy  do  not  bother  much  about  the  interest 
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basis.  And  permanent  investors  who  do  not  expect  to  follow 
closely  market  fluctuations,  in  buying  Government  securities 
prefer  a  good  return  for  a  long  period  to  a  higher  return  for  a 
short  period. 

Given  the  necessity  of  selling  bonds  of  long  maturity,  it  was 
undesirable  to  burden  the  country  with  a  high  interest  rate  for 
a  long  period  of  time  with  the  moral  certainty  that  very  high 
interest  rates  would  drive  the  bonds  to  a  premium  long  before 
maturity.  But  above  all,  the  Treasury  must  give  ground 
slowly,  remembering  that  the  limit  of  the  task  was  not  in  sight 
and  that  the  credit  of  the  Government  of  the  United  States  was 
the  last  financial  resource  of  the  Allies.  We  were  engaged  in 
war,  not  conducting  a  commercial  operation.  Indeed  there 
was  no  rate  of  interest  which  would  float  several  billion  dollars 
of  Liberty  Bonds  or  Notes  as  a  commercial  operation. 

But  the  bankers  differed  as  much  with  each  other  as  with  the 
Treasury,  and  I  do  not  recall  any  instance  when  there  was  any 
considerable  opinion  in  favor  of  a  rate  in  respect  to  any  Liberty 
issue  more  than  one-quarter  of  one  per  cent  higher  than  the 
rate  actually  adopted  by  the  Treasury.  A  comparison  of  the 
present  opinions  of  some  financiers  and  publicists  with  those  ex- 
pressed during  the  war,  and  of  record  in  the  Treasury,  would 
furnish  amusing  reading. 

When  the  Treasury  fixed  the  terms  of  the  Victor^'  Loan  I 
was  told  by  a  banker,  who  is  second  to  none  as  an  expert  in  the 
distribution  of  securities,  that  they  were  unnecessarily  attrac- 
tive. A  leading  newspaper  criticized  the  issue  bitterly  on  the 
same  ground.  The  attractiveness  of  the  issue  was  proclaimed 
by  the  financiers  of  the  country  with  such  unanimity  that  seri- 
ous apprehension  was  aroused  lest  the  people  at  large  should 
get  the  impression  that  the  Victory  Notes  were  so  attractive 
that  they  might  leave  them  safely  to  the  bankers  and  business 
men  and  that  no  sub.scriptions  involving  self-denial  on  their 
part  were  necessary  to  assure,  the  success  of  the  loan.  The  head 
of  the  Publicity  Bureau  of  the  Liberty  Loan  Organization,  after 
a  tour  of  the  country,  told  me  that  the  Treasury'  had  jeopardized 
the  success  of  the  loan  and  destroyed  the  patriotic  appeal  by 
offering  notes  upon  such  attractive  terms.  F'ederal  Reserve 
authorities  became  very  apprehensive  lest  the  banking  institu- 
tions of  the  country  should  subscribe  heavily  for  their  own  ac- 
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count,  aiid  tlic  Treasur)-  and  the  Governors  of  the  Federal  Re- 
serve Banks  were  hard  put  to  it  to  prevent  their  doing  so.  Re- 
cently the  4')4%  Victory  Notes  have  sold  on  an  interest  basis 
as  high  as  6]/^%. 

The  rates  of  interest  determined  upon  by  the  Treasury  were 
at  the  time  fair  rates  for  the  Government  to  pay,  having  re- 
gard to  the  exemptions  from  taxation  which  the  bonds  and  notes 
carry,  their  maturit>'  and  the  })urposc  for  which  they  were 
issued.  No  one  could  foresee  the  probable  course  of  the  market 
for  the  bonds  and  notes  in  the  immediate  future  with  any  de- 
gree of  confidence.  A  year  ago  it  was  freely  predicted  by 
financial  authorities  tliat  Victory  Notes  would  shortly  go  to  a 
premium  and  that  Liberty  Bonds  would  be  selling  at  or  near 
par  within  a  year  or  two. 

Ever)'  one  knows  why  these  sanguine  expectations  have  not 
been  realized.  With  the  armistice,  and  still  more  after  the 
Victory  Loan,  our  people  underwent  a  great  reaction.  Those 
who  had  bought  Liberty  Bonds  as  a  matter  of  patriotism,  but 
not  as  investors,  began  to  treat  their  bonds  as  so  much  spend- 
ing money.  Those  who  had  obeyed  the  injunction  to  borrow 
and  buy  Liberty  Bonds  ignored  the  complementary  injunction 
to  save  and  pay  for  them.  A  $50  bond  in  the  hands  of  a  patriot 
turned  spendthrift  was  to  him  a  $50  bill  to  be  spent  Saturday 
night,  or,  to  her,  a  new  hat,  and  if  the  $50  bill  turned  out  to  be 
a  $45  bill,  small  matter.  This  was  the  first  and  most  immedi- 
ate cause  of  the  depreciation  of  Liberty  Bonds,  aflfecting  them 
particularly.  I  shall  mention  later  other  conditions  aflfecting 
the  general  situation  and  them  incidentally. 

I  doubt  whether  higher  rates  of  interest  on  Liberty  Bonds, 
which  would  have  meant  more  taxes  for  the  taxpayer  and  more 
.spending  money  for  the  bondholder,  would  have  had  any  other 
effect  than  to  increa.se  the  inflation  which  has  been  rampant 
since  the  Victory  Loan.^ 

1  "  S.jnie  p.'opl<>  nrgue  that  a  low  rate  of  int<'rrvrt  makw  pooplo  sare  more 
becau.'w  it  i»  nept»H8ury  for  them  to  siivo  moro  in  otiUt  to  acquire  independ- 
ence. Othen*  maintain  that  a  high  rate  of  infer«>st  induct»s  i>eople  to  Have 
becauflc  they  can  se<>  the  dir«i;t  advantage  of  doing  so.  Both  these  argu- 
ments are  probably  true  in  some  cases.  Rut,  iis  a  rule,  people  who  have  the 
ioatinct  of  saving  will  save,  within  certain  limits,  whatever  the  rate  of  in- 
terest may  be.  When  the  rate  of  interest  is  low  they  will  certainly  not 
reduee  their  saving  Ix-wiuse  each  hundred  ]>oundH  that  they  put  away  brings 
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Some  critics  say  that  the  Treasury  should  have  foreseen  the 
after-the-war  reaction  and,  in  order  to  protect  bondholders 
from  the  consequences  of  their  own  acts,  issued  the  bonds  and 
notes  at  rates  of  interest  which  would  insure  a  market  price 
for  them  at  or  near  par  even  in  the  period  of  reaction.*  These 
were  counsels  of  despair,  inflationist  doctrine  and  futile.  The 
bonds  and  notes  were  never  meant  to  be  treated  as  spending 
money.  The  Civil  War  gave  us  our  fill  of  interest-bearing  cur- 
rency. Depreciation  in  market  price  serves  as  a  check  upon 
those  who  wish  to  spend  their  bonds. 

There  was  no  plan  of  financing  the  war  or  of  financing  the 
period  of  readjustment  which  would  protect  the  holders  of  the 
Government's  securities  or  the  Government's  credit  against  sub- 
sequent folly  and  waste. 

War  Savings.  The  Liberty  Loan  campaigns  were  supple- 
mented by  the  work  of  the  War  Savings  Organization,  which 
disseminated  sound  economic  doctrine  and  produced  about  a 
billion  dollars. 

Treasury  Certificates.  By  selling  Treasury  certificates  in 
anticipation  of  each  Liberty  Loan  and  of  income  and  profits 
tax  installments  the  Treasury  provided  current  funds  to  meet 
outgo,  made  provision  against  the  money  strain  which  would 
have  been  involved  if  Liberty  Loan  and  tax  installments  had 
been  paid  on  one  or  several  days  without  anticipatory  borrow- 
ing, and,  more  important  in  economic  effect,  tapped  the  credit 

them  in  comparatively  little,  and  when  the  rate  of  interest  is  high  the 
attraction  of  the  high  rate  will  also  deter  them  from  diminishing  the  amount 
that  they  put  aside."  —  Hartley  Withers,  War-Time  Financial  Problems, 
page  7. 

1  "  If  there  is  a  great  reaction,  and  everybody 's  one  desire  is  to  throw 
this  nightmare  of  war  off  their  chests  and  go  back  to  the  times  as  they  were 
before  it  happened,  then  all  that  the  war  has  taught  us  about  the  produc- 
tion of  capital  will  have  been  wasted.  But  I  rather  doubt  whether  this  will 
be  so.  Saving  merely  means  the  diversion  of  a  certain  proportion  of  tht 
output  of  industry  into  the  further  equipment  of  industry.  The  war  has 
taught  us  lessons  which,  if  we  use  them  aright,  will  help  us  to  increase  enur- 
mously  the  output  of  industry.  .  .  .  There  is  a  further  point,  that  the  war 
ba-s  taught  a  great  many  people  who  never  saved  at  all  to  aave  a  good  deal. 
.  .  .  The  war  has  shown  us  how  we  can,  if  we  like,  increase  production,  re- 
duce consumption,  and  so  have  a  larger  margin  than  ever  before  to  be  put 
into  providing  capital  for  industry.  Whether  we  really  have  learned  the,v) 
lessons  and  will  apply  them  remains  to  be  seen. ' ' — Ibid.,  pp.  9-10. 
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resources  of  the  banks  aiid  trust  companies  of  the  United 
States  and  mobilized  them  for  the  uses  of  the  Government, 
thus  limiting  commercial  inflation  during  the  period  when  the 
(Government  was  the  principal  buyer  ami  needed  to  have  the 
credit  resources  of  the  country  placed  at  its  disposal. 

The  Treasury  issued  as  great  and  as  frequent  long  loans 
as  the  market  could  absorb — in  fact,  greater  and  more  frequent 
than  the  market  could  absorb.  The  point  of  saturation  for  long 
Government  loans  had  been  reached — and  passed — with  the 
Fourth  Liberty  Loan.  Investors  require  diversification  of  their 
investments.  In  a  little  over  two  years  we  created  $25,300,- 
000,000  of  debt  (at  the  maximum).  It  was  bad  enough  to  ask 
the  people  to  absorb  that  amount  of  the  obligations  of  one 
Government.  It  would  have  been  intolerable  to  insist  upon 
their  buying  only  bonds  of  one  character,  that,  is,  long-time 
bonds.  After  armistice  the  only  way  to  get  additional  in- 
vestment money  into  Government  securities  was  to  offer  some 
diversification  of  terms  and  this  was  done  by  issuing  Victory 
Notes  and  thereafter  by  revolving  Treasury'  certificates. 

The  result  of  forcing  out  more  long  loans  would  have  been 
the  perpetuation  of  the  war  debt.  There  is  no  greater  influence 
towards  economy  of  expenditure  and  maintenance  of  adequate 
revenue  than  the  existence  of  short  dated  debt.  No  Admin- 
istration could  have  resisted  the  pressure  for  reduction  of  taxes 
and  increase  of  expenditures  if  the  war  debt  at  its  maximum  of 
$25,300,000,000  had  been  funded,  and  it  had  subsequently  ap- 
[x^ared  that  ta.xes  and  salvage  would  more  than  meet  current 
trxpenditure.  The  time  to  pay  off  a  war  debt  is  immediately 
after  the  war.* 

During  the  war  Treasur)-  certificates  were  sold  largely  to 
banks  in  anticipation  of  loans  and  to  taxpayers  in  anticipation 
of  taxes.  Since  the  Victory  Loan  campaign  efforts  to  procure 
distribution  of  both  tax  and  loan  certificates  among  investors 
have  been  increased  and  marked  success  has  attended  them. 
The  banking  institutions  of  the  country  have  been  asked  to  buy 
the  certificates  and  sell  them  to  their  customers,  and  their  fine 
efforts  to  that  end  have  been  supplemented  by  the  Treiisur\' 
mailing   circulars    describing   each    i.ssue   of    certificates    to    a 

^Report  of  the  Committee  on  War  Finance  of  the  Amerioan  Economic 
AMOciation.  lVc*'mb«»r.  1918,  pftfrc'  M- 
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selected  list  of  taxpayers  and  bondholders  of  the  United  States. 
The  success  of  these  efforts  is  evidenced  by  the  fact  that  on 
April  16,  1920,  of  $2,693,808,500  loan  and  tax  certificates  out- 
standing only  $462,1 14,000  were  pledged  with  Federal  Reserve 
Banks  as  security  for  loans  and  discounts.  In  view  of  the  fact 
that  the  Reserve  Banks  were  maintaining  a  preferential  rate  for 
paper  so  secured,  it  is  safe  to  assume  that  the  remaining  $2,- 
231,000,000  certificates  were  in  the  hands  of  investors,  includ- 
ing banks  which  were  not  borrowers. 

War  Loan  Deposits.  Technically  the  Treasury's  special  de- 
positary system  is  one  of  the  most  interesting,  as  it  is  one  of  the 
most  valuable,  devices  for  financing  the  war.  Our  problems 
were  different  from  those  of  European  countries.  We  had  to 
deal  with  some  thirty  thousand  independent  banks  and  trust 
companies  scattered  all  over  the  United  States.  The  device  of 
"  payment  by  credit  "  was  worked  out  in  connection  with  the 
First  Liberty  Loan  at  a  Sunday  conference  in  May,  191 7,  be- 
tween representatives  of  the  Treasury,  of  the  Federal  Reserve 
Board  and  of  the  New  York  Liberty  Loan  Committee.  Un- 
changed in  principle  from  that  day  to  this,  but  simplified  and 
perfected  in  the  course  of  three  years,  it  served  to  weld  together 
and  mobilize  for  war  the  banking  resources  of  the  United 
States,  including  in  the  Government's  depositary  banking  sys- 
tem ten  thousand  of  the  thirty  thousand  banking  institutions 
of  the  country. 

"  Payment  by  credit  "  is  a  device  for  permitting  the  banking 
institutions  which  purchase  Government  securities  to  defer  pay- 
ment for  them  until  the  Government  actually  needs  the  money. 
It  was  adopted  to  prevent  money  stringency.  It  developed  the 
further  advantage  that  in  the  difference  between  the  rate  borne 
by  the  securities  and  the  rate  charged  on  the  deposit,  banks 
found  some  compensation  for  their  time,  trouble  and  the  loss  of 
deposits  resulting  from  the  sale  of  securities  to  investors.  If, 
instead  of  permitting  the  banks  to  make  payment  by  credit, 
the  Treasury  had  required  them  to  make  payment  in  cash  and 
held  the  cash,  it  is  apparent  that  the  operation  simply  could  not 
have  been  carried  out.  A  very  modest  increase  in  the  balances 
in  Treasury  offices  involves  money  strain.  The  attempt  to 
make  payment  into  Treasury'  offices  in  cash  on  one  day  of  the 
proceeds  of  the  smallest  war  issue  of  Treasury  certificates — not 
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to  mention  a  Liberty  Loan  or  tax  payment — would  have  created 
a  panic.  Bankers  and  the  public  have  become  so  accustomed 
to  the  ease  and  smoothness  with  whicli  Treasury  operations  are 
conducted  that  they  take  them  for  granted ;  yet  two  years  ago 
the  business  and  banking  community'  was  in  an  uproar  be- 
cause of  the  fear  of  money  strain  in  connection  with  the  first 
great  income  and  profits  tax  payment — a  strain  which  never 
occurred  because  the  Treasury's  arrangements  to  deal  with  the 
situation  were  so  complete. 

"  Payment  by  credit  "  was  well  calculated  to  limit  inflation 
incidental  to  war  borrowing.  If,  instead  of  permitting  the 
banks  to  make  payment  by  credit,  the  Treasury  had  required 
them  to  make  payment  in  cash  and  had  then  redepKDsited  the 
proceeds,  to  the  extent  that  it  did  not  require  to  make  immedi- 
ate use  of  them,  it  would  have  pursued  a  course  more  likely 
to  create  inflation.  If  the  Government  were  to  draw  into  the 
Reserve  Banks  and  the  Treasury  offices  cash  in  excess  of  its 
current  requirements,  the  first  effect  would  be  to  make  money 
very  tight  and  increase  money  rates,  with  consequent  inter- 
ference with  the  Government's  financial  operations.  The 
second  effect  would  be  heavy  discounts  by  the  Reserve  Banks 
to  meet  the  demands  so  artifically  created.  Discounts  so  made 
would  be  for  periods  from  one  to  ninety  days.  Upon  the  re- 
deposit  of  the  proceeds  of  certificates  depositar\'  banks  would 
be  put  in  possession  of  loanable  funds. 

It  was  better  to  make  one  bite  of  the  cherry  and  to  avoid  the 
money  strain  and  inflation  which  would  have  been  inevitable 
if  the  money  had  been  first  drawn  out  of  the  banks  and  then 
redeposited  with  them. 

In  order  to  sell  Libertv'  Bonds  and  Victor\'  Notes  it  was  neces- 
sary to  give  subscribers  the  option  of  making  immediate  pay- 
ment in  full  or  of  making  payment  in  installments  over  a  period 
of  months.  This  injected  an  element  of  great  uncertainty  into 
the  Treasury's  calculations.  It  was  quite  imi)ossiblc  precisely 
to  anticipate  receipts  under  these  circumstances.  As  a  matter 
of  fact  the  privilege  of  making  payment  in  full  on  the  opening 
day  was  largely  availed  of  and  the  Government's  balances  were 
consequently  swollen  until  certificates  of  indebtedness  i.ssued  in 
anticipation  of  the  loan  matured  or  could  be  called  for  earlier 
redemption.      Redemptions  were  made  as  promntlv  as  possible, 
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but  the  operations  were  on  so  huge  a  scale  that  it  "was  a  matter 
of  two  weeks  after  a  loan-payment  date  before  the  Treasury 
could  obtain  really  reliable  information  as  to  the  amount  of  the 
payment. 

The  same  principle  (payment  by  credit)  was  employed  in 
handling  the  great  tax  payment  in  June,  1918,  (which  was  only 
about  half  covered  by  anticipator}^  borrowing)  although  not 
called  by  that  name  and  modified  necessarily  in  detail.  Checks 
received,  drawn  on  qualified  depositary  banks,  were  forwarded 
to  them  and  the  amount  credited  by  them  in  the  War  Loan 
Deposit  account.  This  was  done  instead  of  collecting  the 
checks  and  redepositing  the  proceeds.  Subsequent  income  and 
profits  tax  installments  have  been  covered  by  anticipatory  tax 
certificates. 

A  similar  problem,  though  not  of  such  great  dimensions, 
presents  itself  in  connection  with  the  current  routine  business 
of  the  Government  under  war  and  armistice  conditions.  The 
ideal  thing  would  be  to  have  the  Government's  receipts  pre- 
cisely equal  its  expenditures  from  day  to  day.  That  ideal, 
however,  being  impossible  of  attainment,  the  Treasury  has 
consistently  pursued  the  policy  of  borrowing  suflEiciently  in  ad- 
vance to  meet  its  requirements,  without  direct  borrowing  from 
the  Federal  Reserve  Banks.  The  Treasury  plans  to  sell  certi- 
ficates to  an  amount  sufficient  to  cover  the  estimated  require- 
ments for  some  three  weeks  in  advance.  This  is  a  small  margin 
of  safety  in  view  of  the  impossibility  of  estimating  closely.  It 
is  physically  impossible  to  issue  Treasury  certificates  more 
frequently  than  every  two  weeks  and  it  takes  ordinarily  two 
weeks  from  the  date  of  the  offering  of  an  issue  of  Treasury  cer- 
tificates to  the  date  of  closing  the  issue  for  the  ascertainment 
of  its  results.  Sometimes  it  happens  that  the  Treasury  mis- 
calculates its  cash  requirements  and  borrows  in  excess  of  the 
amount  which  turns  out  to  be  actually  necessary  at  the  time. 
That  happened  last  September.  Sometimes  it  underestimates 
its  requirements.  That  happened  only  last  month.  Indeed, 
it  is  very  much  more  difficult  to  gauge  the  current  income  and 
outgo  now  than  it  was  during  the  period  of  active  warfare. 
Expenditures  increased  at  the  rate  of  about  $100,000,000  a 
month  pretty  regularly  during  the  war.  The  physical  limita- 
tions upon  production  and  transportation  prevented  expendi- 
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tures  increasing  by  leaps  and  bounds — imposed  a  certain  so- 
briety upon  them.  There  ha-s  been  no  similar  brake  upon  the 
decrease  since  the  armistice.  In  consequence  of  settlements  of 
contracts  and  sales  of  accumulated  stores,  receipts  and  ex- 
penditures have  jumped  about  in  such  a  way  as  to  make  them 
utterly  imjjossible  of  calculation.  The  Treasury'  has  no  con- 
trol over  the  expenditures  or  salvage  operations  of  other 
depa.rtments. 

A  depositary-  bank,  when  it  makes  a  "  payment  by  credit," 
does  not  put  itself  in  possession  of  loanable  funds.  What 
actually  happens  is  that  the  bank  becomes  possessed  of  an 
asset,  to  wit,  Treasur)-  certificates  and  is  charged  with  a  liabil- 
ity, to  wit.  an  entr\'  in  the  Government's  war-loan  deposit 
account.  It  <.ioes  not  ha\e  any  money  to  lend  or  spend  until 
it  sells  the  certificates  or  borrows  on  them.  Like  most  human 
devices,  payment  by  credit  may  be  subject  to  abuse  as,  for  in- 
stance, by  the  application  of  the  proceeds  of  sale  or  borrow 
ings  on  the  certificates  to  other  purposes  than  meeting  the 
Government's  calls,  but  tlie  Governors  of  the  Federal  Re- 
serve Banks,  under  the  wise  guidance  of  the  Federal  Reserve 
Board,  have  been  alert  to  prevent  such  abuse. 

The  view  that  bank  deposits  are  potential  currency  *  is  in- 
applicable to  the  deposits  created  in  the  Government's  war  loan 
account.  No  checks  are  ever  drawn  upon  or  charged  against 
the  Government's  war-loan  deposit  account  with  depositary 
banks.  Remittances  are  made  by  them  to  Reserve  Banks  on 
receipt  of  letters  or  telegrams.  The  number  and  amount  of 
United  States  Government  disbursing  officers'  checks  outstand- 
ing or  in  process  of  collection  at  any  given  moment  of  time  is 
not  affected  by  the  amount  of  the  Government's  deposits  in 
depositary-  banks.  The  Treasury-  has  no  control  over  the 
drawing  of  these  checks  and  the  credit  of  the  Government 
of  the  United  States  has  at  all  times  been  sufficient  to  float  them 
regardless  of  its  bank  balances.     These  checks  have  involved 

1  "  Ah  many  people  may  be  puzzled  by  the  assertion  that  the  Government 
incresisee  the  currency  by  borrowing  from  banks,  it  i«  better  to  explain  the 
proof<«8  briefly  bore,  though  in  another  book  I  have  .ilr«vitiy  phovrn  how  loans 
made  by  bank.s  produce  manufactured  money  by  adding  \o  the  banks '  de- 
po«itH,  which  ♦•mlxidy  the  riglit  of  their  cu-ntomers  to  draw  the  cheques  whicii 
are  th<>  chief  form  of  currency  that  we  now  use.''  —  Hartley  Withers,  (hir 
Monry  arid  tht  Statr.  page  61. 
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an  important  expansion  of  currency  (treating  checks  as  c\x<~ 
rency).  The  Treasurer  of  the  United  States  handled  as  many 
as  300,000  checks  in  one  day  during  the  war.  He  is  now 
handling  something  like  80,000  checks  a  day.  The  Treasury 
has  struggled  to  keep  enough  money  in  the  bank  to  meet  these 
checks  as  they  come  in,  but  the  checks  have  been  floated  not 
on  the  faith  of  its  bank  deposits  but  on  the  general  credit  of 
the  United  States  Government. 

Collateral  Agencies.  During  the  war  many  collateral 
agencies  were  created  to  conserve  and  mobilize  the  resources 
of  the  country  and  limit  the  inflation  of  prices  and  the  expan- 
sion of  currency  and  credit.  Some  were  initiated  by,  others 
were  quite  independent  of,  though  acting  in  cooperation  with, 
the  Treasury.  The  Capital  Issues  Committee  discouraged 
issues  for  non-essential  purposes.  The  Subcommittee  on 
Money  of  the  New  York  Liberty  Loan  Committee  fixed  the 
price  of  call  money  and  rationed  credit  to  the  stock  market. 
The  Division  of  Foreign  Exchange  of  the  Federal  Reserve 
Board  licensed  imports  and  exports  of  gold,  silver  and  capital. 
The  War  Trade  Board  licensed  imports  and  exports  of  com- 
modities. The  War  Industries  Board  fixed  prices  and  priorities 
for  commodities.  The  Shipping  Board,  the  Food  and  Fuel 
Administrations  and  the  Railroad  Administration,  were  all 
parts  of  a  comprehensive  plan  for  mobilizing  the  resources  of 
the  country. 

It  was  impossible  to  rely  upon  prices  and  rates  to  prevent 
inflation  at  a  time  when  the  first  duty  was  the  winning  of  the 
war.  When  the  Government  requires  the  services,  the  wealth, 
the  productive  capacity  of  all  the  people  for  the  purposes  of  a 
great  war  it  must  practically  go  through  a  process  of  con- 
demnation and  pay  a  price  determined  by  properly  designated 
functionaries.  The  laws  of  supply  and  demand  cannot  be 
allowed  to  function  in  war  times  so  as  to  permit  some  of  the 
people  to  extort  from  all  of  the  people,  represented  by  their 
Government  waging  a  righteous  war,  prices,  whether  for  com- 
modities or  credit,  based  upon  the  fact  that  the  supply  is  very 
limited  and  the  demand  for  all  practical  purposes  unlimited. 

When  the  fighting  was  over  most  of  these  controls  were 
broken  down  one  by  one  as  rapidly  as  seemed  possible,  with 
a  view  to  restoring  natural  conditions. 
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III 

Inflation 

Before  the  War.  Before  we  entered  the  war  we  had  what, 
for  lack  of  a  better  short  description,  may  be  called,  though 
inaccurately,  gold  inflation. 

During  the  War.  Currency  expansion,  as  distinguished 
from  credit  expansion,  has  been  very  moderate  in  this  country.* 
The  Treasury'  has  not  manufactured  currency  at  all.  It  has 
not  manufactured  credit  directly  with  the  banks  of  issue.  It 
has  limited  the  expansion  of  credit  as  far  as  practicable.  The 
expan.sion  of  currency  and  credit  which  has  taken  place  has 
been  the  result  not  of  Treasury  methods  of  financing  the  war 
but  of  the  unlimited  buying  power  of  the  Government  of  the 
United  States  when  supported  by  the  devotion  of  the  people. 
Government  expenditures  and  commitments  were  the  cause  of 
price  inflation,  rather  than  the  methods  which  the  Treasury  em- 
ployed to  meet  those  expenditures.  Expenditures  and  commit- 
ments always  outran  the  provision  made  for  them  by  the 
Treasury,  whether  in  cash  or  credit.  Government  contracts 
covered  future  production  for  months  or  years  ahead,  but  the 
Treasury  never  during  the  whole  period  of  the  war  had  pro- 
vided money  or  bank  credit  sufficient  to  meet  its  requirements 
for  more  than  a  few  weeks  ahead.  Prices  rose  in  response  to 
the  eff"ective  demand  of  the  United  States  Government  sus- 
tained by  the  general  credit  which  its  resources  and  taxing 
power  and  the  devotion  of  one  hundred  million  people  gave  it 
They  were  influenced  by  two  conflicting  forces,  the  desire  of 
the  Government  to  stimulate  j)roducti(in  and  the  desire  of  the 
Government  to  prevent  profiteering.  The  expansion  of  cur- 
rency and  bank  credit,  which  followed  the  Government's  ex- 
penditures and  commitments,  sustained  and  distributed  the 
price  inflation.  In  much  of  the  discussion  of  currency  and 
credit  inflation  and  their  relation  to  price  inflation  insufficient 
attention  has  been  given  to  the  practical  diff"erence  between 
private  operations,  on  the  one  hand,  and  those  of  a  government 
in  war  time,  on  the  other.     A  government  in  war  time,  may, 

>  Letter  of  Governor  Harding  to  the  Chairman  of  the  Banking  and  Car- 
roncy  fonimitteo,  United  States  Senate,  dated  Aii^.st  8,  1919.  Federal  Re- 
aen'e  Bulletin  for  AuguHt,  1919. 
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to  an  extent  private  operations  cannot,  upset  the  balance  be- 
tween the  supply  and  demand  for  commodities  without  first 
obtaining  currency  or  bank  credit. 

The  cost  of  living  here  has  increased  less  than  in  any  of  the 
belligerent  countries  (including  Japan  ^  which  assumed  no  ap- 

1  Japan  has  a  baiik  rate  above  eight  per  cent.    Commercial  and  Financial 
Chronicle,  April  24,  1920,  p.  1699.     Her  inflation  is  a  gold  inflation. 

"The  cost  of  living  has  advanced  threefold  more  than  before  the  war, 
.  .  .  The  gold  holdings  of  Japan  have  now  reached  the  unprecedented  total' 
of  1,899,000,000  yen,  of  which  1,061,000,000  yen  belongs  to  the  Government 
and  838,000,000  yen  to  the  Bank  of  Japan.    Of  this  large  sum  only  545,000,- 
000  yen  is  in  Japan,  1,354,000,000  yen  being  invested  or  deposited  in  Eng- 
land and  the  United  States." — Economist,  January  3,  1920,  pages  19-20.      > 
"The  abnormal  inflation  of  currency  not  only  keeps  up  prices,   but  is 
lending  impetus  to  speculative  fever,  which  now  knows  no  bounds.     Invest- 
ments in  new  enterprises  between  January  and  October  this  year  amounted 
to  no  less  than  2,859,000,000  yen,  or  more  than  for  the  whole  of  last  year, 
when  investments  totalled  2,676,000,000  yen;  and  the  expansion  of  capital 
is  now  such  that  the  authorities  can  no  longer  regard  the  situation  as  whole- 
some.   Banks  have  been  officially  instructed  to  restrict  loans,  and  to  preach 
economy  and  caution,  but  speculation  continues  rife.     It  is  frequently  re- 
ported that  officials  are  interested  in  speculation,  and  that  that  is  one  reason 
why  no  control  is  exercised  over  note  inflation.     The  same  thing  went  on 
after  the  war  with  Russia,  but  it  was  followed  by  panic  and  numerous  busi- 
ness failures,  leading  to  prolonged  business  depression. 

' '  The   effect   on  industry   and   society   is   far-reaching   and   disaffeeting. 
Many  enterprises,  such  as  weaving  and  shipping,  continue  to  pay  enormous 
dividends,  though  most  of  the  mushroom  enterprises  can  hardly  pay  their 
way.     Industry  is   marked  by   increasing  unrest,  with  frequent  strikes  for 
higher  wages  and  shorter  hours.    Of  late  the  greater  part  of  this  unrest  has 
been  in  shipyards  and  mines.    At  one  of  the  copper  mines  recently  the  troops 
had  to  be  called  out  to  put  down  violence  when  6,000  miners  began  to  take 
matters  into  their  own  hands.    This  is  the  first  time  in  the  industrial  history 
of  Japan  that  troops  have  had  to  be  called  out  to  deal  with  strikes.     The 
cotton  mills,  which  are  paying  such  big  dividends,  being  manned  mainly  by 
women,  have  labour  in  their  own  hands,  and  so  far  they  experience  no  labour 
unrest.    In  most  eases  mill  work,  so  far  as  women  go,  is  little  less  than  a 
form  of  slavery,  as  the  girls  are  not  free  to  leave  when  they  wish,  and 
seldom  get  away  until  invalided  out.     On  the  other  hand,  the  luxury  and 
extravagance  of  the  profiteers  and -the  newly  rich  tend  to  demoralize  society, 
and  cause  revulsion  of  the  poor  against  the  rich.    The  most  prosperous  con- 
cerns in  cities  are  the  restaurants,  houses  of  questionable  pleasure,  and  the 
dealers  in  jewellery  and  expensive  ornaments.     The  wealthy  are  buying  up 
whole  lots  of  houses,  and  pulling  them  dovra  to  erect  grand  mansions  with 
spacious  gardens  for  themselves,  to  the  great  resentment  of  the  poor,  who 
cannot  find  dwelling  accommodation.    A  great  part  of  big  cities  like  Tokyo 
is  taken  up  with  these  gardens  of  the  privileged  and  the  wealthy,  while 
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preciable  part  in  the  financial  burden  of  tlie  war)  or  in  the 
neutral  countries  of  Europe.*  This  was  in  no  small  measure 
due  to  Treasury  methods  of  financing  the  war. 

Since  Armistice  Day.  Since  armistice  day  the  world  has 
not  only  failed  to  make  progress  towards  the  restoration  of 
healthy  economic  life,  but  in  fact  has  receded  farther  from 
a  sound  position.  We  have  failed  to  restore  peace  and  peace 
conditions  in  Europe,  and  in  America  unsound  economic  ideas 
have  in  many  instances  prevailed  and  the  effort  is  being  made, 
first  here  then  there,  to  improve  the  condition  of  some  of  the 
people  at  the  expense  of  all  of  the  people. 

Inflation  here  since  armistice  day  is  attributable  to  three  prin- 
cipal causes;  (a)  World  inflation  and  the  internationalization 
of  prices;  (b)  Heavy  expenditures  by  our  Government  and 
government  interference  with  business;  (c)  Reaction  and  waste 
among  our  own  people. 

(a)  For  five  years  the  world  has  been  consuming  more  than 
it  produced,  living  upon  its  capital,  and  the  governments  of  th^ 
world  have  been  issuing  evidences  of  indebtedness  to  represent 
the  wealth  destroyed.    This  has  caused  world  inflation  of  prices. 

The  inflation  which  has  taken  place  here  since  armistice  seems 
attributable  in  no  small  degree  to  the  inflation  of  the  continental 
European  currencies  operating  upon  the  optimism  of  the 
American  people.  Our  enormous  export  balance  has  been 
financed  by  forced  credits  to  Europe  which,  because  of  the 
necessary  gold  embargoes,  cannot  be  liquidated  in  the  ordinary 
way. 

People  have  been  led  to  believe  that  there  is  a  mystery  about 
foreign  exchange  and  that  in  some  way  America  is  at  fault  for 
not  protecting  the  European  exchanges  from  depreciation.  In 
war  time  the  measures  taken  by  the  belligerent  nations  in 
respect  to  international  trade  and  finance  were  more  or  less 
complete.  Embargoes  on  the  exjjort  or  import  of  gold  were 
accompanied  by  embargoes  on  the  export  and  import  of  com- 
modities, by  domestic  price-fixing,  by  fixing  the  price  of  money, 

space  for  common  dwellings  is  at  a  premium,  the  poor  being  driven  into 
the  slums.  This  lea<ls  to  social  disaffection  and  encourages  Socialism." — 
Econrrmist.  >Vbruary  7,  1920,  page  263. 

«  British  White  ritptv  (Cmd.)  434,  1919.  Statemonta  of  Production,  Price 
Movements  and  Currency  Expansion  in  certain  countries. 
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by  control  over  capital  issues,  by  control  over  foreign  exchange 
and  by  Government  loans  in  foreign  countries.  These  controls 
probably  should  not  have  been  removed  where  the  gold  em- 
bargoes were  to  be  retained ;  for  the  gold  held  in  Europe  has 
been  made  a  basis  for  further  inflation  there  and  the  ever- 
expanding  European  currencies  have  been  sold  for  dollars 
to  be  used  to  purchase  here  and  elsewhere  things  not  needed 
as  well  as  those  needed.  The  depreciated  price  at  which 
European  currencies  are  taken  in  consequence  of  these  methods 
means  for  them  a  rapidly  increasing  foreign  debt  which  will 
make  the  ultimate  resumption  of  a  gold  basis  more  difficult. 

Our  own  prices  are  being  inflated  and  our  own  banking  and 
currency  position  expanded  by  the  feverish  speculation  in 
European  currencies,  credits  and  securities,  including  those  of 
countries  with  which  we  are  still  technically  in  a  state  of  war. 

In  the  present  position  of  the  international  balances  and 
of  the  foreign  exchanges  and  because  of  gold  embargoes  Fed- 
eral Reserve  Bank  rates  cannot  function  internationally,  and 
operate  solely  upon  the  domestic  situation, 

(b)  Government  expenditure  is  at  the  root  of  inflation  all 
over  the  world.  Wise  methods  of  meeting  it  may  mitigate  the 
inflation,  but  they  cannot  prevent  it. 

The  Government  of  the  United  States  has  been  slow  to  realize 
upon  its  salvageable  war  assets  and  to  cut  down  expenditures 
growing  out  of  the  war. 

While  Congress  deliberated,  the  Government  held  control  of 
the  railroad  systems  of  the  country  for  a  year  and  a  quarter 
after  fighting  stopped,  and  furnished  transportation  at  less  than 
cost.  Then  Congress  ordered  the  railroads  returned  to  their 
owners  with  a  new  expenditure  of  $1,000,000,000  by  the  Gov- 
ernment for  their  account  and  the  deferment  for  years  of  the 
$1,000,000,000  the  railroads  owe  the  Government.^ 

1  The  actual  cash  expenditures  of  the  Railroad  Administration  for  the  six 
months  ending  June  30,  1918,  were.  $120,000,000,  for  the  fiscal  year  ending 
June  30,  1919,  were  $359,000,000,  and  from  July  1  to  March  31,  1920,  were 
$776,000,000,  a  total  of  $1,255,000,000.  The  recent  legislation  and  that  now 
pending  make  specific  appropriations  to  the  amount  of  $800,000,000  and  in- 
definite appropriations  (including  a  guaranty  to  short-line  railroads  which 
were  not  taken  over  by  the  Government)  which  will  involve  expenditures  to 
the  estimated  amount  of  $300,000,000.  It  is  safe  to  say  that  the  Govern- 
ment's expenditures  and  losses  on  account  of  the  railroads  and  its  invest- 
ments in  the  railroads  wiU  shortly  amount  to  $2,350,000,000. 
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Tlie  interference  of  Government  in  railroad  aflfairs,  begun 
many  years  before  we  entered  the  war,  has  subjected  business 
and  industry  to  the  gravest  hardships  for  lack  of  adequate 
transportation  and  has  involved  a  great  additional  strain  upon 
our  credit  facilities.  You  can  fix  the  price  of  capital  but  you 
cannot  make  it  work  for  tliat  price.  You  can  fix  the  price  of 
labor  but  you  cannot  make  it  work  for  that  price.  By  holding 
down  rates  for  the  shipper,  tiie  railroads  have  been  kept  so  poor 
tliat  neither  capital  not  labor  will  work  for  them.  The  shipper 
has  cheap  rates  but  he  cannot  get  transportation.  The  producer 
has  to  borrow  because  he  cannot  have  his  goods  brought  to 
market;  the  consumer  has  to  pay  higher  prices  because  he  can- 
not get  the  goods.  Here  there  is  double  inflation.  Cheap 
rates  increase  the  demand  for  transportation  and  decrease  tlie 
supply  of  it 

If  the  railroads  had  been  allowed  to  charge  reasonable  rates, 
tlie  Government  would  have  lost  nothing  in  their  operation, 
and  it  would  not  have  been  obliged  to  invest  so  much  money 
in  them  for,  given  reasonable  rates,  they  could  have  obtained 
capital  through  private  channels.* 

The  United  States  Shipping  Board  exf>ended  in  the  fi.scal 
year  191  7,  $14,000,000,  in  the  fiscal  year  191 8,  $771,000,000,  in 
the  fiscal  year  191 9,  $1,820,000,000  and  in  the  fiscal  year  1920 
(to  March  31,  1920), $43 3, 000,000,  a  total  of  $3,038,680,338.79 
to  which  should  be  added  about  $176,000,000  expended  from 
the  proceeds  of  operation  and  sale  of  ships.  The  actual  cash 
expenditures  since  armistice  day  amounted  to  approximately 
$1,600,000,000,  while  Congress  deliberated  as  to  our  shipping 
policy.  Notwithstanding  the  fact  that  it  has  been  engaged  in 
commercial  shipping  at  a  time  when  it  is  exceptionally  profit- 
able, the  Shipping  Board  has  made  as  yet  no  net  return  to  the 
Treasury,  its  expenditures  still  exceeding  and  absorbing  its 
receipts. 

Five  billion  dollars  spent  or  invested  in  railroads  and  .ships, 
the  larger  part  of  it  after  the  fighting  was  over !  Why  are  the 
railroads  being  run  today  at  a  loss  at  the  Government's  ex- 
j>cnse?     To  what  end  are  we  moving  in  our  shij)ping  policy  ? 

1  Thf  Transportation  Act  of  1920  appears  to  offer  no  permanent  relief 
from  the  jn"avc  situation  resulting  from  our  insufficient  transportation  facil- 
ities, for  it  indicates  that  the  riilroads  arc  ontitleil  to  earn  51/;  or  6  per 
cent  when  new  money  is  coating  those  in  the  highest  crc»Ut  7  or  Tj/J  per  cent. 
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Instead  of  telling  the  people  frankly  and  boldly  that  prices 
are  high  because  they  are  wasting,  we  fix  prices  and  prosecute 
profiteers,  in  order  that  the  people  may  buy  more  and  pay  less. 

Instead  of  telling  the  people  that  Liberty  Bonds  have  de- 
preciated because  they  are  treating  their  Liberty  Bonds  as 
spending  money,  we  clamor  that  the  rate  of  interest  upon  the 
bonds  is  too  low  and  urge  a  bonus  to  bondholders  disguised  as 
a  refunding  operation. 

Instead  of  telling  the  more  thoughtless  of  the  young  men 
who  were  selected  to  fight  the  war,  and  who  came  back  better 
and  stronger  and  more  fit  to  fight  their  own  battles  than  they 
ever  were  before,  to  go  to  work  and  save  their  money  and  look 
out  for  themselves  as  their  fellows  are  doing  and  as  any  self- 
respecting  man  should,  we  listen  complacently  to  the  organized 
demands  of  some  of  them  for  a  bonus,  euphemistically  called 
"  adjusted  compensation." 

Penny-wise  and  pound-foolish,  we  leave  the  executive 
departments  underpaid,  and  undermanned,  as  regards  su- 
pervisory employees.  While  Congress  struggles  to  effect 
economies  at  the  expense  of  efficient  administration  of  the  Gov- 
ernment, it  takes  time  to  add  $65,000,000  to  Civil  War  pensions. 

From  November,  1918,  to  March,  192 1,  nearly  two  years  and 
a  half,  the  first  two  years  and  a  half  after  fighting  stopped  and 
probably  the  most  critical  two  years  and  a  half  in  the  world's 
history,  the  Government  of  the  United  States  is  deadlocked 
against  itself,  a  Government  by  obstruction.  It  Is  at  least 
questionable  whether  the  progress  of  reaction  would  have  been 
so  complete  or  so  discistrous  if  our  institutions  had  not  given 
this  country,  during  the  most  critical  period  of  the  world's 
history,  a  Government  divided  against  itself,  and  therefore  in- 
capable of  effective  leadership  in  national  or  international 
affairs. 

(c)  At  this  most  critical  moment  in  the  history  of  Europe, 
when  our  own  financial  and  economic  stake  in  Europe's  affairs 
is  so  great  that  disaster  there  could  mean  only  disaster  here, 
many  of  our  own  people  have  turned  gamblers  and  wasters. 
For  plain  living  and  high  thinking  we  have  substituted  wast- 
ing and  bickering.  We  enjoy  high  living  while  we  grumble 
at  the  high  cost  of  living — of  silk  stockings  and  shirts  for  the 
poor,  of  motors  for  men  of  small  means,  of  palaces  for  the 
profiteer  and  the  plutocrat. 
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Unhealthily  stimulated,  commercial  business  appears  to  pros- 
per and  commercial  expansion  proceeds  unchecked.  From 
March,  1919,  to  March,  1920,  though  holdings  of  and  loans 
upon  Government  war  securities  of  all  reporting  member  banks 
of  the  Federal  Reserve  System  (about  eight  hundred  member 
banks  in  leading  cities  believed  to  control  about  forty  per  cent 
of  the  commercial  bank  deposits  of  the  country)  decreased  from 
$4,000,000,000  to  something  over  $2,000,000,000,  their  other 
loans  and  investments  increased  from  $10,000,000,000  to  over 
$14,000,000,000.  For  every  dollar  of  credit  released  by  the 
Government,  two  dollars  were  extorted  by  business.  Reporting 
member  banks'  loans  on  miscellaneous  stocks  and  bonds,  in- 
cluded in  their  "  other  loans  and  investments,"  amount  to  $3,- 
000,000,000,  or  one  and  a  half  times  their  investments  in  and 
loans  upon  United  States  war  securities.  From  May  2,  1919, 
to  March  19,  1920,  though  the  Reserve  banks  reduced  their 
loans  and  discounts  upon  Government  war  securities  from  $1,- 
800,000,000  to  $1,400,000,000,  they  increased  their  other  loans 
and  discounts  from  $350,000,000  to  $1,400,000,000.^  Evi- 
dently a  very  small  proportion  of  the  Reserve  Banks'  present 
loans  and  discounts  are  "  war  paper,"  though  half  of  them  are 
collaterally  secured  by  United  States  Government  war  securi- 
ties because  of  the  wise  policy  of  maintaining  rates  differen- 
tiated according  to  the  character  of  the  security'. 

High  rates  of  interest  and  discount,  limitations  of  currency 
and  credit,  these  and  all  other  traditional  methods  should  be 
used,  and  used  courageously ;  but  they  will  not  suffice  under  the 
abnormal  world  conditions  now  prevailing. 

1  On  the  other  hand,  though  Federal  Reserve  Banks '  loans  and  diocounts 
Becured  by  Government  war  obligations  rose  from  about  $250,000,000  at  th© 
end  of  1917  to  a  high  of  over  $1,800,000,000  in  May,  1919,  their  other  loaM 
and  investments  never  during  the  war  rose  above  about  $8.'50,O00,000  (in 
November,  1918)  and  were  down  a«  low  afl  about  $350,000,000  in  May,  1919. 
All  reporting  member  banks'  holdLngs  of  and  loans  uj>on  United  States  war 
Becuritiee  increased  from  a  low  of  about  $1,250,000,000  in  December,  1917, 
to  a  high  of  about  $4,000,000,000  in  May,  1919.  Their  other  loans  and  in- 
vestments increased  from  about  $9,500,000,000  in  December,  1917,  to  a  high, 
for  the  war  period,  of  about  $10,750,000,000  in  Angnst,  1918,  and  contracted 
to  lees  than  $10,000,000,000  in  March,  1919.  A  smaller  number  of  bank* 
(about  630  controlling  about  35%  of  the  commercial  bank  deposits  of  th© 
country)  were  reporting  in  December,  1917, 
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IV 

Remedies 

We  must  get  together,  stop  bickering  and  face  the  critical 
situation  which  confronts  the  world  as  we  should  a  foreign 
war.  We  must  recognize  our  responsibility  to,  and  our  stake  in, 
Europe,  and  in  one  way  or  another  lend  her  our  moral  sup- 
port and  leadership  and  economic  assistance,  but  without  Gov- 
ernment loans.  We  must  cut  Government  expenditure  to  the 
quick,  adjure  bonuses,  and  realize  promptly  upon  all  saleable 
war  assets,  including  ships,  applying  the  proceeds  to  the  war 
debt.  We  must  have  a  National  budget  with  teeth  in  it,  which 
means  among  other  things  that  no  appropriation  shall  be  made 
by  Congress  without  a  critical  examination  and  report  on  ways 
and  means  by  the  Treasury,  representing  the  financial  end  of 
tke  executive  branch  of  the  Government,  and  the  Ways  and 
Means  Committee  of  the  House  and  the  Finance  Committee  of 
the  Senate,  representing  the  financial  end  of  the  legislative 
branch.  We  must  promptly  revise  our  tax  laws  to  make  them 
more  equitable  and  less  burdensome  without  reducing  the 
revenue.  We  must  restore  the  railroads  to  a  self-supporting 
basis  by  establishing  rates  which  will  insure  a  return  for  capital 
and  labor  commensurate  with  the  return  to  be  had  elsewhere  at 
a  time  when  there  is  a  world-wide  shortage  of  both.  And, 
above  all,  we  must  work  and  save.  We  must  produce  more 
but,  more  important  still,  we  must  consume  less. 
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THE  question  vi  inflation  and  its  relationship  to  the 
Federal  Reserve  system  and  the  banking  policy  of 
that  system  has  now  attained  the  proportions  of  an 
issue,  and  effort  is  being  made  in  various  quarters  to  locate 
what  is  called  the  responsibility  for  it.  I  wish  at  the  out- 
set to  say  that  it  does  not  seem  to  me  that  the  history  of  the 
present  inflation  is  of  very  large  interest  except  for  the  pur- 
pose of  indicating  where  errors  in  banking  and  public  finance 
have  been  made,  in  order  that  we  may  correct  them  in  the 
future.  There  was  during  the  war  only  a  minimum  of  effort 
to  discuss  the  subject  of  inflation  from  the  banking  standpoint, 
and  neither  our  economists  nor  our  j)ublic  men  offered  sub- 
stantial leadership  on  the  issue,  so  far  as  has  come  to  my 
attention.  Notwithstanding  that  the  bankers  of  the  country, 
as  well  as  the  economists,  were  from  time  to  time  freely  con- 
sulted with  reference  to  tiie  whole  subject,  they  practically 
declined  to  consider  the  problem  in  its  bearings  on  credit  and 
prices.  It  would  have  been  disastrous  to  make  problems  of 
war  finance  a  partisan  issue  during  the  continuance  of  hostili- 
ties, but  there  was  nothing  to  prevent  the  non-partisan  dis- 
cussion of  it  from  a  scientific  financial  standpoint.  As  1  have 
said,  little  or  no  such  discussion  occurred,  and  the  respon- 
sibility for  what  has  hai)pened  in  connection  with  inflation  is 
thus  a  general  national  res}jonsibilit)*. 

Neither  does  it  seem  to  me  appropriate  to  discu.ss  the  sub- 
ject of  inflation  as  a  peculiar  jjrotluct  of  the  Federal  Reserve 
system.  Inflation  has  occurred  from  one  cause  or  another  in 
every  country  of  the  world,  and  prices  have  advanced  more  in 
many  of  them  than  they  have  in  the  United  States.  Most  of 
the  banking  systems  of  the  world  are  in  a  less  solvent  and 
liquid  condition  than  is  that  of  the  United  States.  The  United 
States  has  technically  maintained  gold  payments,  an  achieve- 
ment which   was  not  po-siblo  during  the  Ci\il   War.      I'ederal 
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Reserve  banks  acted  as  the  fiscal  agents  of  the  Government  of 
the  United  States  and  any  other  system  of  banks  or  national 
bank  depositaries,  or  a  central  bank,  had  one  existed,  would 
have  done  the  same,  as  in  duty  bound  to  do. 

What  I  have  to  say  relates  to  the  present  problem  of  in- 
flation and  its  relationship  to  the  Federal  Reserve  system. 
The  issue  is  partly  one  of  financial  policy.  It  is  also  a  prob- 
lem of  political  morality.  Inflation  has  occurred  in  this  coun- 
try, as  it  has  everywhere  else,  and  the  question  now  is  how 
to  get  rid  of  it,  or  indeed  whether  we  wish  to  get  rid  of  it 
at  all,  for  already  there  are  two  schools  of  thought  on  the 
latter  point.  As  a  preliminary  to  this  discussion,  however, 
it  is  first  necessary  to  define  the  term  ijifiation  as  it  will  be 
used  in  this  discussion.  By  inflation  is  here  meant  that  con- 
dition in  which  prices  are,  for  non-commodity  reasons,  raised 
to  a  level  which  is  regarded  as  abnormal  or  excessive.  I 
expressly  set  aside  for  the  moment  factors  proceeding  from  the 
commodit}^  side  of  the  price  ratio.  Current  advance  in  prices 
may  be  due  either  to  influence  exerted  by  the  policy  of  bank- 
ing and  currency  which  has  been  pursued  or  by  the  methods 
of  public  finance  which  have  been  adopted  or  by  other  factors 
proceeding  from  the  money  side  of  the  price  equation  or  by 
all  together.  Thus  used,  the  term  inflation  itself  will  not  neces- 
sarily commit  its  user  to  any  theory  as  to  the  exact  means  or 
the  proportion  of  different  means  by  which  the  condition  has 
been  brought  about.  It  is  a  descriptive  word  and  as  such  has 
no  necessary  implications  of  theory.  By  most  of  those  who 
discuss  the  subject  certain  fundamental  assumptions  are  made 
with  reference  to  the  connection  between  inflation  and  policies 
of  banking,  currency  and  finance,  and  this  has  often  led  to  the 
diversion  of  discussion  into  dialectic  paths  and  the  develop- 
ment of  a  kind  of  odium  theologicum  which  is  anything  but 
enlightening.  There  is  no  objection  to  this  kind  of  discussion 
of  the  causes  of  inflation,  except  that  it  does  not  bring  us  to 
any  definite  point. 

It  is  preferable  to  give  the  discussion  a  constructive  turn 
since  we  are  now  at  a  critical  stage  in  national  development 
and  our  effort  should  be  that  of  restoring  permanently  toler- 
able conditions.  We  have  the  coming  generation  for  debat- 
ing wiredrawn  economic  theories,  but  we  have  only  the 
present  moment  for  .netting  right  existing  conditions. 
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Looking  at  the  question  from  this  }X)int  of  view  and  subject 
to  these  limitations,  it  seems  to  me  that  the  subject  assigned 
me  this  morning  should  be  dealt  with  under  three  heads : 
( I )'  the  question  whether  inflation  is  a  good  thing  and  as 
such  to  be  continued;  (2)  the  question  how  far  the  Federal 
Reserve  system  is  affected  by  inflation;  (3)  the  question  what 
the  Federal  Reserve  system  can  and  must  do  in  order  to  get 
away  from  inflation,  if  such  a  course  be  found  to  be  desirable. 


Is  inflation  desirable? 

The  bald  question  whether  or  not  inflation  is  desirable  will 
usually  be  answered  in  the  negative  when  it  is  put  in  the  ab- 
stract, and  yet  at  the  present  time  there  is  a  large  school  of 
persons  who  discriminate  between  the  abstract  and  the  con- 
crete in  this  connection.  They  are  first  of  all  tliose  business 
men  and  speculative  interests  who  have  found  themselves  able 
to  profit  through  a  steady  rise  of  prices  and  who  desire  to  see 
a  further  advance  of  prices  in  order  that  they  may  continue 
to  make  earnings  in  the  same  way  as  has  been  possible  for 
them  in  the  past.  We  need  pay  little  attention  to  this  group 
of  apologists,  since  they  are  manifestly  guided  by  self-interest. 
A  second  group  of  those  who  advocate  the  maintenance  or 
continuance  of  inflation  consists  of  those  who  believe  that  a 
retrograde  movement,  implying  as  it  would  a  reduction  of 
prices,  would  mean  suff^ering  and  injustice  as  great  as  that 
which  resulted  from  inflation  in  the  first  place,  and  who  think 
it  is  not  desirable  to  have  the  events  of  the  past  few  years 
reenactcd  in  the  reverse  order.  They  therefore  urge  that  the 
present  price  level  be  recognized  as  permanent  and  that 
something  be  done  to  "  stabilize  "  it  or  fix  it  at  approximately 
its  present  point.  This  is  the  contention  of  Professor  F'isher, 
who  says  in  his  book,  Stabilisation  of  the  Dollar,  that  stabili- 
zation had  better  be  undertaken  at  or  near  the  present  price 
level,  although  he  contends  that  his  plan  would  be  com- 
patible with  a  desire  to  eff^ect  a  gradual  reduction  in  prices. 
Bankers  in  many  cases  believe  that  reductions  in  prices  will 
result  in  so  wide  a  condition  of  stringency  or  inability  to 
liquidate  as  to  cau.se  financial  failure  and  collapse,  and  while 
fully  admitting  the  injustice  of  the  present  situation  they  are 
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in  many  cases  definitely  inclined  to  think  that  less  harm  will 
be  done  by  maintaining  present  levels,  or  at  all  events  by 
making  the  retrograde  movement  extraordinarily  slow.  While 
much  more  might  be  said  to  amplify  and  enlarge  upon  the 
position  taken  by  those  who  thus  present  a  scientific  and  prac- 
tical argument  in  favor  of  inflation,  I  believe  that  I  have  fairly 
stated  their  case,  and  let  me  add  that  their  argument  strongly 
appeals  to  me  as  containing  a  considerable  amount  of  force. 
I  am,  however,  definitely  of  the  opinion  that  the  weight  of 
argument  is  on  the  other  side  and  that  it  will  be  impossible 
to  develop  any  satisfactory  or  effective  scheme  of  economic 
recovery  that  does  not  provide  positively  for  a  gradual  reduc- 
tion of  inflation.  There  is  no  difference  of  opinion  regard- 
ing the  injustice  which  has  been  produced  by  the  inflationary 
process,  and  I  believe  there  is  little  variation  of  vipw  as  to  the 
location  of  the  injustice. 

It  has  fallen  upon  the  rank  and  file  of  the  people  and  has 
aff"ected  with  greatest  severity  the  small  business  man,  the 
small  investor,  the  person  of  fixed  income,  and  in  general  the 
less  highly  organized  and  less  defensive  classes  in  the  com- 
munity. It  is  probably  true  that  if  the  present  level  of  prices 
could  be  stabilized  we  should  eventually  level  up  our  wages, 
prices  and  other  economic  shares  to  the  new  basis  of  distribu- 
tion. A  study  of  the  situation,  however,  shows  that  this 
levelling-up  process  is  far  from  being  completed  and  that  those 
who  advocate  inflation  fail  to  recognize  that  inflation,  instead 
of  having  already  borne  its  perfect  fruit,  has  only  made  a 
comparatively  small  start  in  changing  the  old  order  which, 
in  the  world  of  fact  as  well  as  in  poetry,  only  slowly  "  changeth 
giving  place  to  new."  We  are,  in  short,  not  at  a  completed 
stage  of  our  journey  toward  higher  prices  and  the  readjustment 
of  shares  in  the  distribution  of  wealth,  but  only  at  a  half-way 
house  from  which  we  may  go  forward  or  backward,  and  in 
either  case  must  incur  much  suffering,  the  one  thing  that  is 
certain  being  that  we  cannot  stand  still.  It  seems  to  me, 
therefore,  that  the  harm  and  evil  of  the  retrograde  movement 
will  at  least  not  be  greater  than  that  of  the  further  forward 
movement.  Apart  from  all  this,  however,  is  the  fact  that  a 
determination  not  to  restore  the  old  level  of  prices,  or  at  all 
events  a  lower  one  than  that  which  now  exists,  has  some  very 
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serious  implications  which  are  usually  overlooked.      Foremost 
among  these  is  the  abandonment  of  the  gold  standard.      I 
believe  that  those  are  right  who  contend  that  in  order  to  return 
to  a  sufficient  basis  upon  the  present  level  of  prices  it  will  be 
necessary  either  to  produce  gold  in  enormously  greater  quan- 
tity by  subsidizing  its  producers,  or  else  to  adopt  some  new 
departure  like  that  of  a  stabilized  dollar,  in  which  gold  itself 
becomes  merely  an  incident  in  a  currency  system  and  not  its 
tangible  basis.     We  may  question,  however,  rather  seriously 
whether  a  plan  for  a  stabilized  dollar  similar  to  that  of  Pro- 
fessor Fisher  would  succeed  unless  it  had  a  larger  backing  of 
gold  than  could  be  afforded  by  the  existing  volume  of  gold  in 
the  world.     A   second   implication   which    grows   out  of   the 
determination  to  maintain  the  existing  inflated  scale  of  prices 
seems  to  me  to  be  the  continued  maintenance  of  great  differ- 
ences between   countries  in   the   matter  of  banking  liquidity 
and  solvency.     Were  we  convinced  that  we  must  maintain  or 
peg  our  present  system  of  prices,   we  could  not  view  with 
equanimity  the  losses  of  gold  which  we  are  now  suffering,  no 
matter  how  seriously  such   gold   might  be  needed   by   other 
countries.      It  would  be  a  long  time  probably  before  all  trad- 
ing countries  could  be  brought  to  anything  like  the  same  gen- 
eral degree  of  uniformity  and  similarity  of  banking  and  re- 
demption conditions  which  existed  before  the  war.      To  sura 
up,  therefore,  it  seems  to  me  that  a  maintenance  of  inflation 
means  continued  injustice,  greater  suffering  than  at  present, 
failure  to  redress  a  very  serious  moral  wrong  inflicted  upon 
the  rank  and  file  of  the  community,  and  the  almost  inevitable 
development  of  chaotic  conditions  of  banking  and  currency,  or 
in  lieu  thereof,   resort  to  others  that  we  know  not  of.     The 
conclusion,    therefore,    must   be   that   inflation    is    not    a    gcK)d 
thing  and  that  effort  must  be  made  to  return  to  a  normal  level 
of  prices.     This  at  once  rai.ses  the  question  what  is  a  normal 
level,  a  problem  to  which  different  persons  will  return  different 
solutions,  and  which  we  need  not  definitely  answer  at  this  time 
since  we  are  discussing  merely  the  general  question  in  which 
direction  we  shall  turn  our  steps  and  not  how  far  we  shall  go. 
It  is  not  nccessar\-  to  cro.»^  the  inflationary  bridge  before  we 
come  to  it,  whether  we  go  forward  or  backward,  but  merely  to 
decide  toward  which  bridge  we  shall  direct  our  course. 
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II. 

The  second  question  suggested  for  discussion  now  presents 
itself — where  does  the  Federal  Reserve  system  stand  with  re- 
spect to  inflation  today?  Bearing  in  mind  the  definitions  al- 
ready accepted  as  the  basis  for  what  is  here  said,  this  question 
becomes  an  inquiry  how  far  the  Federal  Reserve  system  has 
diverged  from  its  normal  or  standard  condition.  The  Federal 
Reserve  system  was  originally  planned  and  organized  as  a 
system  for  the  accommodation  of  business  and  for  the  discount- 
ing of  paper  of  fixed  maturity  growing  out  of  industrial,  com- 
mercial and  agricultural  operations.  At  the  present  moment 
it  is  carrying  in  its  portfolios  about  $1,500,000,000  of  so-called 
war  paper,  and  about  $1,500,000,000  (discounted  and  bought) 
of  unquestionably  business  paper.  As  a  result  of  the  topsy- 
turvy conditions  created  during  the  war,  it  is,  however,  rea- 
sonably to  be  believed  that  a  percentage  of  the  so-called  war 
paper  has  in  fact  been  given  for  business  purposes  and  should 
therefore  be  regarded  as  abnormal  in  nothing  except  form, 
If,  for  example,  A  is  a  borrower  at  a  bank  who  stands  pos- 
sessed of  $500,000  of  Government  bonds  and  finds  that  he  can 
borrow  more  cheaply  at  Federal  Reserve  banks  by  oflfering 
straight  single-name  paper  collateraled  by  such  bonds  than  he 
can  by  discounting  the  paper  growing  out  of  his  operations, 
he  will  under  ordinary  circumstances  prefer  to  borrow  by 
offering  the  single-name  note  collateraled  by  Government 
bonds.  Despite  the  changes  in  rates  of  discount  that  have 
been  made  from  time  to  time  in  the  Federal  Reserve  system, 
it  still  remains  true  that  a  differential  exists  in  favor  of  war 
paper,  and  this  prevents  us  from  knowing  exactly  what  pro- 
portion of  the  actual  holdings  of  the  Federal  Reserve  system 
consists  of  paper  whose  purpose  is  of  such  a  nature  that  by 
the  original  or  peace-time  terms  of  the  Act  it  would  never 
have  made  its  appearance  in  the  bank  portfolios  at  all.  It  is, 
however,  a  factor  which  must  be  reckoned  with.  It  would 
thus  seem  that  in  order  to  get  rid  of  inflation  in  the  sense  herein 
assigned  to  that  term,  that  is  to  say,  in  order  to  return  to  peace- 
time prices,  it  will  be  necessary  either  to  substitute  somewhat 
less  than  $1,500,000,000  or  possibly  some  $1,000,000,000  to 
$1,250,000,000  of  paper  growing  out  of  commerce,  industry 
and  agriculture,  in  the  Reserve  banks,  or  else  to  see  a  reduc- 
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tion  of  corresponding  amount  in  tlic  portfolios  of  the  banks. 
Needless  to  say,  if  the  Reser\e  banks  were  to  rediscount  such 
a  volume  of  actual  commercial  paper  as  to  take  the  place  of 
the  total  amount  of  actual  war  paper  they  now  hold,  there 
wou-ld  be  as  great  a  volume  of  credit  extant  as  there  is  today, 
and  the  question  may  be  raised  whetiier  in  that  event  there 
would  have  been  any  elimination  of  inflation.  This  question 
is,  however,  comparatively  easily  answered  when  it  is  remem- 
bered that  such  an  accretion  in  the  total  amount  of  paper  in 
the  community,  and  hence  in  the  Reserve  banks,  would  be  the 
result  of  a  corresponding  increase  in  the  total  volume  of  busi- 
ness, whereas  our  discussion  is  based  upon  the  assumption  that 
there  is  no  change  in  the  commodity  side  of  the  situation,  but 
that  that  remains  practically  stable.  The  conclusion  of  this 
analysis,  therefore,  is  that  a  return  to  normal  conditions  at  the 
present  time  on  the  part  of  the  Federal  Reserve  banks  might 
involve  a  reduction  in  their  portfolios  of  probably  $i,ooo,- 
000,000  to  $1,250,000,000.  Moreover,  we  must  frankly  admit 
that  in  so  far  as  the  Federal  Reserve  banks  continue  to  retain 
this  volume  of  paper  in  their  portfolios,  they  would  be  con- 
tributing to  the  maintenance  of  inflation  and  would  be  aiding 
to  sustain  the  existing  level  of  prices.  They  would  be,  in  other 
words,  accepting  the  view  that  inflation  is  a  good  thing  or  that 
at  all  events  it  cannot  now  be  corrected,  nor  should  we  try  to 
correct  it.  It  must  not,  however,  be  supposed  that  the  control 
of  inflation  is  entirely  vested  in  the  hands  of  Reserve  banks  or 
that  the  inflated  paper  of  the  countrj-  is  all  in  their  hands  or 
under  their  control.  The  topic  assigned  me  for  discussion  is 
the  Relation  of  the  Federal  Reserve  System  to  Inflation,  and 
the  system  includes  both  the  member  as  well  as  the  Federal 
Reserve  banks  themselves.  If  we  examine  the  conditions  in 
member  banks  of  the  Federal  Reserve  system  we  shall  find 
that,  taking  returns  from  banks  in  lOO  selected  cities  as  rep- 
resentative, and  apart  from  Treasury  certificates  of  indebted- 
ness, there  is  in  the  aggregate  a  holding  of  loans  secured  by 
war  obligations  amounting  to  about  $1,200,000,000.  while,  in 
addition  thereto,  there  is  a  holding  of  loans  secured  by  stocks 
and  bonds  other  than  United  States  Government  securities  of 
about  $3,200,000,000,  all  other  loans  and  investments  being 
about  $11,000,000,000.      We  mav  sum  this  up  bv  .saying  that 
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the  entire  loans  and  investments  of  these  member  banks  are 
about  $17,000,000,000,  out  of  which  about  $4,400,000,000  rep- 
resent loans  on  non-liquid  security,  including  both  Govern- 
ment bonds  and  other  obligations,  and  the  stocks  and  bonds  of 
private  concerns.  The  figures  thus  given  include  bills  pay- 
able with  the  Federal  Reserve  banks  secured  by  United  States 
obligations  amounting  to  something  like  $800,000,000,  but 
even  deducting  this  sum  there  is  left  $3,600,000,000  or  prob- 
ably $2,000,000,000  more  than  before  the  war.  To  figure  the 
total  of  such  holdings  in  all  banks  we  must  assume  a  certain 
relationship  ©n  the  part  of  the  reporting  to  the  non-reporting 
banks.  If  this  be  taken  at  40%  the  excess  of  collateral  paper 
over  pre-war  holdings  might  be  $5,000,000,000.  This  means 
that  member  banks  are  carrying  a  very  large  volume  of  non- 
liquid  obligations  with  which  Federal  Reserve  banks  have 
nothing  directly  to  do.  It  is  true  that  the  members  are  in 
part  able  to  continue  this  policy  because  of  the  discounts  they 
secure  from  Federal  Reserve  banks,  but  it  is  also  true  that  even 
if  Federal  Reserve  banks  should  exclude  from  their  own  port- 
folios everything  except  eligible  paper  of  the  strictest  kind, 
they  would  still  have  no  means  of  preventing  member  banks 
from  using  the  funds  obtained  by  rediscounting  for  eny  pur- 
poses that  they  chose,  and  that  if  they  chose  to  employ  these 
funds  in  sustaining  speculative  operations  they  could  do  so. 
It  may  be  answered  that  a  higher  rate  of  discount  charged  by 
Federal  Reserve  banks  would  compel  many  of  these  banks  to 
discontinue  their  speculative  loans  because  of  the  fact  that  they 
could  not  afford,  or  would  not  find  it  as  profitable,  to  go  on 
making  such  loans  if  they  had  to  pay  on  the  commercial  paper 
which  they  rediscounted  a  rate  of  interest  so  high  as  to  exhaust 
the  profit  they  would  otherwise  make.  The  trouble  with  this 
view  is  that,  as  will  presently  be  explained  more  fully,  the  rate 
of  interest  does  not  operate  in  the  way  thus  indicated.  In  the 
case  of  many  banks  a  moderate  advance  in  rates  of  interest  has 
no  particular  effect  upon  the  volume  of  their  rediscounts. 
Their  rate  to  their  customers  is  so  much  higher  than  any  rate 
that  is  likely  to  be  charged  by  a  Federal  Reserve  bank  that  they 
are  not  especially  affected  in  their  applications  for  new  loans 
by  the  circumstance  of  an  advance  in  discount  rates.  A  heavy 
advance  in  rates,  uniform  as  it  would  necessarilv  be,  would 
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cut  off  much  desirable  paper  in  financial  and  manufacturing 
centers,  but  it  would  leave  the  door  open  for  much  paper  origin- 
ating in  out-of-the-way  sections  of  the  country  where  interest 
rates  are  phenomenally  high.  We  have  in  the  United  States 
a  i>rciblcm  of  banking  control  which  is  different  from  any  that 
exists  abroad,  and  which  offers  a  much  more  difficult  applica- 
tion of  the  theory-  of  control  of  the  volume  of  credit  by  discount 
rates.  Summarizing  this  situation,  therefore,  we  must  admit, 
I  think,  that  whatever  may  be  the  responsibility  of  the  Federal 
Reserve  system  for  inflation,  it  has  not  today  anything  like 
full  control  of  inflation,  and  that  successful  deflation  can  be 
effected  only  by  the  direct  and  active  cooperation  of  member 
banks.  This  means  the  establishment  of  a  general  consensus 
of  opinion  in  favor  of  deflation.  It  is  not  a  result  which  can  be 
accomplished  by  merely  resolving  to  raise  rates  at  Federal 
Reserve  banks  or  by  making  it  difificult  or  impossible  for  mem- 
bers to  get  credit.  Careful  selection  of  eligible  paper,  careful 
rationing  of  member  bank  borrowers,  and  the  adoption  of 
other  means,  will  no  doubt  after  a  time  produce  results,  but  aJl 
these  processes  will  necessarily  be  slow.  How  to  apply  them 
and  how  far  and  how  fast  to  go,  is  the  actual  problem  of  the 
immediate  present. 

Here  is  the  point  around  wdiich  banking  discussion  and 
criticism  should  properly  center,  not  around  what  was  done 
two  or  three  years  ago.  Con.structive  work  can  be  done  by 
showing  in  what  particulars  the  present  policy  of  Federal 
Reserve  banks  errs  or  in  what  it  is  not  adapted  to  the  ends 
which  are  accepted  as  correct  or  sound  by  those  who  are  ex- 
pressing themselves.  Believing,  as  I  have  said,  that  inflation  is 
bad  and  injurious  and  that  a  return  should  be  made  as  speedily 
as  possible  to  a  normal  basis,  using  that  term  in  the  sense  al- 
ready defined,  I  am  therefore  led  to  the  conclusion  that  Federal 
Reserve  banks  and  their  members  should  reduce  their  portfolios 
in  an  amount  corresponding  to  the  excess  of  non-liquid  hold- 
ings over  pre-war  portfolios.  This  conclusion  would  not  be  of 
much  value  without  the  corresponding  expression  of  opinion 
as  to  how  long  such  a  process  should  take.  On  that  point 
any  view  that  may  be  stated  would  be  more  or  less  empirical 
and  ought  not  to  be  put  forward  with  any  claims  to  special 
positiveness.      It  seems  to  me  that  while  the  question  is  not  one 
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which  can  be  dealt  with  in  an  absolutely  rigid  way,  we  should 
endeavor  to  eliminate  from  Federal  Reserve  banks  and  their 
members'  portfolios  the  war  paper  which  they  now  hold  and 
their  excessive  secured  loans,  at  a  rate  to  be  determined  upon 
the  basis  of  careful  studies  of  the  surplus  saving  power  of  the 
community  at  the  present  time.     It  should  be  possible  to  figure 
a  reasonable  proportion  or  theoretic  ratio  in  which  current  sav- 
ings should  be  devoted  to  the  retirement  of  public  debt  of  the 
Government,  to  the  absorption  by  investors  of  existing  Govern- 
ment obligations  now  in  the  banks,  and  to  other  purposes.      If 
after  due  study  we  should  reach  the  conclusion  that  a  sum  of 
say  $500,000,000  could  be  theoretically  spared  each  year  to 
the  reduction  of  war  paper  and  secured  loans  now  in  the  hands 
of  Federal  Reserve  banks  and  their  members,   I  believe  that 
each  group  of  institutions  should  shape  its  course  in  such  a  way 
as  to  effect  the  due  proportions  of  curtailment  in  its  notes  and 
deposits,  and  that  it  should  adjust  its  policy  and  its  rates  of  dis- 
count in  such  a  manner  as  to  accomplish  that  object.      If  it  be 
answered  that  this  is  a  purely  theoretic  and  dogmatic  way  of 
treating  the  situation  and  that  it  takes  no  regard  of  business 
exigencies  or  current  needs,  that  it  endeavors  to  adjust  our 
banking  policy   to   a  situation    in   Avhich   unforeseen    require- 
ments may  present  themselves  and  far-reaching  changes  rnay 
develop,  the  answer  should  be  made  that  when  such  conditions 
open  upon  the  world  at  large,  it  will  be  time  to  change  the 
policy  and  that,  as  was  said  by  an  American  financier,  the  way 
to  resume  is  to  resume.      We  shall  never  reduce  the  volume  of 
our  bank  credit  and  currency,  and  we  shall  never  approximate 
to  a  lower  scale  of  prices  until  we  definitely  reach  a  deter- 
mination upon  the  subject.      We  may  leave  the  present  situation 
to  chance  and  allow  the  inflation  to  continue  until  a  violent 
breakdown  occurs,  and  then  we  may  accept  the  resulting  price 
level  with  the  same  philosophy  that  is  adopted  by  some  of  those 
who  defend  existing  conditions;  but  we  shall  do  more  wisely 
if  we  resolve  upon  a  given  policy,  let  it  be  definitely  known 
throughout  the  country,  and  proceed  with  its  application.    That 
it  will  cause  difficulty  and  embarrassment  in  some  quarters  it 
Avould  be  futile  to  deny.     That  it  will  prevent  greater  difficulty 
and  greater  embarrassment  seems  to  me  an  inevitable  conclusion. 
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Til. 

By  what  means  can  such  a  reduction  of  credit  as  has  thus 
been  indicated  be  effected,  and  what  would  be  its  results? 

It  is  proper  to  deal  with  the  latter  part  of  the  question  first 
and  to  sa\-  that  the  results  to  be  accomplished  by  it  will  depend 
entirely  upon  the  degree  of  cooperation  that  can  be  obtained 
through  the  community.  If  there  be  investors  who  are  will- 
ing to  absorb  or  digest  the  war  paper,  the  effects  of  the  change 
should  be  greatly  minimized.  If,  on  the  other  hand,  the  pro- 
cess of  pushing  the  war  paper  out  of  the  Reserve  banks  finds 
but  few  investors  who  are  willing  to  cooperate,  the  inevitable 
consequence  would  seem  to  be  that  of  lowering  the  value  of 
Government  securities  upon  the  bond  market  to  a  point  where 
they  will  compete  actively  with  other  securities  and  thus  will 
compel  the  investment  of  such  fluid  funds  as  there  may  be. 
In  any  event,  the  absorption  of  these  securities  by  the  public 
necessarily  means  the  withdrawal  of  an  equal  amount  of  current 
funds  from  investment  in  other  directions.  It  does  not  destroy 
capital,  as  some  seem  to  suppose,  but  it  withdraws  it — that  is  to 
say,  makes  it  unavailable  for  the  purchase  of  new  securities. 

Furthermore,  as  we  have  already  seen  in  connection  with  the 
second  part  of  our  problem,  the  elimination  of  inflation  involves 
action  on  the  part  of  member  banks  which  would  be  parallel 
with  that  of  Federal  Reserve  banks.  Members  must  not  only 
carry  out  the  policy  of  Federal  Reserve  banks  to  the  extent 
that  they  are  compelled  to  do  so  as  a  result  of  the  shrinkage 
of  credit  produced  by  Federal  Reserve  banks,  but  they  must 
also  go  farther  and  apply  the  same  point  of  view  in  the  conduct 
of  their  own  business.  How  far  can  they  succeed  in  accom- 
plishing any  such  result?  This  depends  ver\'  much  upon  the 
cooperation  they  can  obtain  from  the  public.  Suggestion  has 
already  been  offered  that  advances  in  discount  rates  will  not 
alone  attain  the  desired  results.  It  may  also  be  added  that  for 
reasons  which  have  already  been  stated,  mere  restriction  of  the 
kind  and  character  of  paper  which  is  admitted  to  the  system 
will  in  the  same  way  fail  to  produce  the  desired  results. 
Rationing  the  amount  of  credit  among  the  tiifferent  banks, 
either  in  the  way  indicated  by  the  Phclan  act  or  by  less  stereo- 
typed and  uniform  methods,  will  from  time  to  time  produce 
an  effect.      But  in  the  last  analysis  the  elimination  of  inactive. 
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non-liquid  paper  from  the  banks  can  be  effected  only  through 
the  general  growth  of  a  public  opinion  which  recognizes  the 
harm  and  danger  involved  in  continuing  along  present  lines. 
As  methods  of  leadership,  advances  in  discount  rates,  plans  for 
the  application  of  the  Phelan  Act  in  the  several  districts,  and 
efforts  to  ration,  have  their  influence.  In  practice  it  is  not 
desirable  to  destroy  business  or  cripple  industry  in  order  to 
carry  out  a  theoretical  plan  of  reform.  Steady  refusal  to 
admit  any  speculative  paper  to  member  banks,  and  steady 
opposition  on  the  part  of  Reserve  banks  to  the  granting  of  ex- 
tensive rediscounts  to  any  members  which  are  notoriously  specu- 
lative, must  be  the  principal  methods  to  be  employed  in  this 
connection.  The  suggestion  of  some  conspicuous  figures  in  the 
banking  world  that  the  reserve  requirements  of  Federal  Re- 
serve banks  be  lifted  and  that  the  embargo  on  gold  be  restored 
cannot  be  described  in  any  other  than  the  strongest  terms  as  a 
disastrous  proposal,  a  concession  to  the  worst  spirit  of  wild 
inflation. 

Perhaps  all  this  may  be  best,  even  though  vaguely,  summed 
up  in  the  statement  that  the  proper  policy  to  be  pursued  in 
reducing  credit  is  found  in  the  application  of  the  principles  of 
sound  banking  and  in  the  return  to  those  standards  of  banking 
which  prevailed  before  the  war.  It  is  not  possible  to  stereo- 
type sound  judgment  or  to  lay  down  absolutely  hard-and-fast 
regulations  governing  its  exercise.  The  main  thing,  as  already 
stated,  is  to  establish  a  definite  standard  of  contraction  or 
reduction,  and  so  far  as  humanly  possible  to  bring  about  a 
shrinkage  of  credit  to  that  extent.  There  are  some  indications 
that  such  a  shrinkage  is  already  under  way.  Exportations  of 
gold  taken  from  our  excessive  stock  have  done  some  good,  and 
the  attempt  of  some  of  the  more  farsighted  members  of  the 
banking  community  to  get  out  of  the  investment  market  and 
keep  out  of  it  have  likewise  been  beneficial.  The  refusal  to 
finance  foreign  trade  by  means  of  bank  credit  has  likewise  had  a 
good  effect,  although  not  as  good  as  would  have  been  produced 
had  the  indirect  financing  of  this  kind  been  as  steadily  refused 
as  direct  financing.  Perseverance  in  all  these  directions,  and 
above  all,  the  recognition  of  the  distinction  between  invest- 
ment and  commercial  banking  will  eventually  restore  our  credit 
situation  to  a  sound  and  normal  position.      Progress  toward 
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sucli  a  condition  will  be  more  or  less  retarded  or  advanced  by 
the  progress  of  the  rest  of  the  world  and  we  can  hardly  hope 
to  attain  a  fully  satisfactory  situation  until  at  least  some  de- 
cided progress  has  been  made  by  other  nations.  The  responsi- 
bility of  the  Federal  Reserve  system  is  that  of  holding  fast  to 
its  ideas  and  guiding  the  banking  community  through  a  period 
of  difficult)'  and  inconvenience. 
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DISCUSSION  OF  GOVERNMENT'S  FINANCIAL  POLICIES 
IN  RELATION  TO  INFLATION 


A.   BARTON  HEPBURN 
Chase  National  Bank 

Mr.  President,  I  am  reminded  of  the  story  of  a  man  who  while 
addressing  a  large  audience  was  disturbed  by  calls  from  the  rear  of 
the  room  of  "  Louder !  Louder !"  Finally  some  one  in  the  center 
of  the  audience  said,  "  Can't  you  hear  what  the  speaker  is  saying?" 
The  response  was  "No!"  "Well,"  he  said,  "you  are  mighty 
lucky." 

(Upon  request,  Mr.  Hepburn  then  stepped  up  to  the  platform.) 

Mr.  Chairman,  Ladies  and  Gentlemen:  My  conunent  on  the  ad- 
dresses to  which  we  have  listened  is  one  of  general  agreement  and 
commendation.  I  want  especially  to  endorse  the  views  expressed  by 
Dr.  Willis  upon  the  question  of  inflation  and  deflation,  and  the  re- 
sponsibility of  the  Federal  Reserve  Bank  in  reference  to  existing 
conditions. 

We  struggled  here  in  this  country  for  forty  years  to  amend  our 
archaic  banking  laws,  and  finally  succeeded.  My  objection  to  the 
present  law  was  that  it  created  twelve  regional  banks.  I  thought 
we  ought  to  have  one  central  bank,  with  branches  wherever  neces- 
sary. That  is  the  conclusion  one  naturally  reaches  after  a  study  of 
the  banking  systems  of  other  countries ;  the  central  bank  system  is 
perfectly  logical,  and  should  have  been  adopted  in  the  United  States. 
But  the  administration  of  the  Federal  Reserve  banking  system  has 
made  it  a  central  bank ;  the  system  is  absolutely  dominated  by  the 
Federal  Reserve  Board  at  Washington  and  the  Secretary  of  the 
Treasury,  more  particularly  the  latter  so  far,  because  of  the  extreme 
needs  of  the  Government  in  its  financial  operations  during  the  war. 
In  its  administration,  I  think  that  the  system  is  worthy  of  all  credit, 
and  we  are  very  much  to  be  congratulated  upon  having  it  in  force 
in  our  country. 

Dr.  Willis  alluded  to  the  fact  that  it  was  regarded  as  a  suf>erman 
and  more  was  expected  of  it  than  could  be  realized ;  that  is  true. 
At  the  time  our  Federal  Reserve  legislation  was  pending  the  Cham- 
ber of  Commerce  here  in  New  York  invited  Carter  Glass  and  Sen- 
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ator  Owen,  Chairmen  of  the  respective  finance  committees  of  Con- 
gress, to  come  to  New  York;  they  tendered  them  a  reception  aind 
requested  them  to  discuss  the  proposed  Federal  Reser\'e  law.  Each 
one  of  them  made  the  statement  that  we  never  could  have  a  panic 
again  in  this  country ;  they  made  the  statement  not  only  upon  that 
occasion,  but  they  interwove  that  idea  into  their  respective  speeches 
wherever  they  appeared  and  made  addresses;  and  that  thought  was 
given  currency  all  over  the  country.  Of  course,  I  suppose  it  was 
boTn  of  the  fact  that  the  panics  recently  experienced  were  the  result 
of  money  stringency.  They  had  been  caused  by  the  hoarding  of 
money  by  the  people,  coupled  with  the  inability  of  the  banking 
system  to  increase  the  circulation.  A  bank  had  to  pay  more  f»r 
Government  bonds  as  security  than  it  could  issue  in  circulating  notes. 
The  only  way  to  relieve  the  situation  was  to  buy  gold  abroad  and 
import  it.  We  cannot  now  have  a  money  stringency  panic,  but  we 
can  have  panics  in  this  country,  and  unless  I  am  very  much  mis- 
taken, we  are  heading  toward  one  now ;  there  are  all  the  element* 
of  danger  not  only  underneath  the  surface  but  right  on  the  surface, 
and  no  panacea  will  correct  them  except  economy  and  conservativism. 

The  price  level  (which  Dr.  Willis  tells  us  cannot  be  maintained 
and  perpetuated),  as  we  all  know,  is  the  result  of  the  law  of  supply 
and  demand,  and  when  the  demand  is  vociferous,  a.s  it  was  during 
the  recent  war,  the  prices  of  commodities  respond  to  that  demand 
and  rise,  and  as  they  rise,  credit  instrimients  in  one  form  or  another 
have  to  be  made  to  con.summate  purchases.  Necessary  it  may  be» 
but,  as  Dr.  Kemmerer  told  us,  it  has  resulted  in  inflation  in  every 
war  of  major  consequence.  You  can't  maintain  that  the  price  level 
is  stabilized,  it  is  useless  to  try,  and  as  prices  advance,  more  credit 
instruments  are  created.  But,  gentlemen,  please  bear  in  mind  that 
they  follow  the  demand  and  are  created  to  pay  and  consummate 
trades  made.  They  do  not,  as  some  of  our  economists  tell  us  (Dr. 
Kemmerer  included),  create  the  advance  in  prices;  they  follow  the 
demand  and  satisfy  it. 

Dr.  Kemmerer  told  us  all  about  the  inflation  which  we  have  had, 
and  its  causes,  in  a  most  explicit  manner,  very  fully  and  accurately, 
and  without  prejudice  or  criticism,  he  gave  a  very  illuminating  dis- 
cu.ssion  of  the  subject,  and,  barring  this  one  criticism  on  his  adop- 
tion of  the  quantity  theory  of  money  as  to  tJie  regulation  of  prices, 
I  am  quite  in  agreement  with  him. 

Now  no  one  realizes  better  than  a  banker  the  very  great  prol>lera 
that  confronted   our  (lovernment  during  the  war.   wholly  unprece- 
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dented,  and  any  comment  or  criticism  made  upon  the  administration 
should  be  made  with  full  appreciation  of  the  difficulties  which  con- 
fronted these  gentlemen  at  Washington,  and  be  leniently  made  for 
that  reason,  and  only  in  the  hope  of  leading  to  an  avoidance  of 
similar  mistakes  in  the  futoire. 

I  was  very  much  surprised  at  Secretary  Leffingwell's  comment 
»pon  the  lack  of  criticisms  of  the  Government's  action  during  the 
war,  and  the  fact  that  criticisms  were  reserved  until  the  present 
time.  Everybody  knows  that  criticism,  or  suggestion,  or  information 
are  among  the  things  that  this  Government  at  Washington  does  not 
Avant,  and  would  not  listen  to.  But  I  am  sorry  the  Secretary  isn't 
here,  because  I  could  call  his  attention  to  a  number  of  things  that 
were  criticized,  and  the  Government  did  know  what  the  public 
thought  about  them.  To  begin  with,  there  never  was  a  more  un- 
dignified proceeding  inaugurated  than  the  propaganda  to  float  Gov- 
ernment bonds  and  sell  them  to  the  public  at  more  than  they  were 
worth.  The  Liberty  Bond  Committees  took  possession  of  our  thea- 
tres, between  the  acts;  they  came  into  our  banking  institutions  and 
held  us  up  at  all  times;  they  got  people's  enthusiasm  aroused  and 
induced  them  in  many  cases  to  subscribe  for  more  than  they  could 
pay  for. 

What  the  Government  should  have  done  was  to  have  paid  a  fair 
price  for  money,  paid  what  the  bonds  of  the  State  of  Massachusetts, 
or  Minnesota,  or  New  York  were  paying,  or  what  the  bonds  of  the 
City  of  New  York  were  paying;  they  never  should  have  offered 
bonds  to  the  public  at  any  lesser  rate  than  the  first  credit  existing  in 
the  country  commanded.  Had  that  been  done,  the  twenty-two  mil- 
lion who  subscribed  for  bonds  at  one  issue  would  have  kept  them 
and  the  bonds  would  have  remained  near  par.  But,  as  it  was,  the 
degree  of  patriotism  of  these  people  aroused  by  propaganda  did  not 
continue  when  their  securities  went  down,  and  in  a  spirit  of  disap- 
pointment they  sold  them,  usually  at  considerable  loss,  and  they  are 
going  out  of  the  hands  of  the  general  public  and  into  the  hands  of 
strong  holders. 

This  war  has  cost  a  great  deal,  .and  it  has  been  paid  for  in  various 
ways.  You  pay  taxes;  that  you  know.  If  you  buy  anything  in  a 
drug  store  or  a  dry  goods  store,  you  pay  a  little  additional  tax ;  you 
are  reminded  of  that  all  the  while.  But  what  you  may  forget  is  that 
you  are  paying  a  tax  every  day,  directly  or  indirectly,  in  the  high 
rates  of  money.  The  very  best  mercantile  credit  in  the  covmtry  is 
paying  eight  per  cent  for  money.     Don't  you  pay  that  in  the  form 
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of  increased  cost  when  you  trade  with  them?  Surely  you  do !  And 
why  must  you  pay  it?  The  Government  today  has  six  and  a  half 
billions  of  the  money  of  the  commercial  banks,  who  are  supposed  to 
supply  the  conmiercial  needs  of  the  community ;  the  withdrawal  of 
that  amount  from  the  discount  banks,  removal  of  it  from  their  supply 
of  funds  available  for  loans  to  merchants  and  individuals,  accounts 
for  your  increased  rate  of  money.  This  is  part  of  the  worst  tax,  the 
heaviest  tax,  the  biggest  tax,  that  you  are  called  upon  to  pay,  the 
increased  cost  of  everything  that  you  have  to  buy.  comprehended  in 
the  phrase,  "  High  cost  of  living." 

Now  if  the  Government  had  placed  its  bonds  at  an  interest  rate 
which  would  have  kept  them  at  par,  kep>  them  in  circulation  and  in 
the  hands  of  the  community,  they  would  not  have  been  in  the  banks ; 
the  banks  could  have  supplied  your  needs,  and  the  price  le\'el  would 
not  have  risen  to  so  great  an  extent. 

Instead,  what  did  the  Government  do?  It  spent  millions  of  dol- 
lars in  this  propaganda  work,  employed  people  and  paid  their  ex- 
penses all  over  the  country,  to  boom  the  Government  bonds,  a  thing 
which  would  be  a  reflection  upon  the  credit  of  any  individual  or  any 
corporation  ;  but  that  method  was  followed  for  every  bonded  issue 
offered  the  public.  When  the  Treasury  Department  was  organizing 
those  booms  for  succeeding  bond  issues,  they  went  into  the  market, 
to  Wall  Street,  and  bought  bonds  to  sustain  the  price,  marked  them 
up,  did  just  as  brokers  do  and  bankers  do  down  there,  which  f)eople 
criticize  so  much,  and  they  have  kept  that  up  until  just  recently  Sec- 
retary Houston  announced  the  discontinuance  of  that  policy.  How 
much  money  do  you  suppose  they  spent  in  that  way?  They  bought 
$1,839,000,000  of  their  funded  debt  which  had  been  sold  to  the 
public,  paid  for  the  same  with  these  revolving  certificates  of  indebt- 
edness, running  from  four  to  six  months,  which  are  placed  with  the 
banks  at  frequent  intervals.  Is  that  good  business?  Is  that  good 
banking?     Was  that  necessary? 

Now  the  Federal  Reserve  Bank  did  not  have  anything  to  do  with 
this  policy.  I  am  a  member  of  the  Advisory  Council  of  the  Federal 
Resen-e  Bank,  and  they  were  all  opposed.  The  methods  that  should 
be  criticized  are  the  methods  that  have  emanated  from  the  Treasury' 
Department ;  and  the  Secretary  of  the  Treasury  has  been  given 
absolute  control,  practically,  and  rightly  so,  because  of  the  enormous 
needs  of  the  Treasury  and  the  very  great  difliculty  he  had  in  meeting 
those  needs. 

I  have  mentioned  briefly  the  principal  causes  which  affect  the  price 
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level  as  it  exists  today,  and  which  you  are  compelled  to  reckon  with 
in  the  daily  lunch-basket,  in  the  daily  administration  of  your  house- 
hold, and  some  other  things  that  ought  to  have  been,  and  could  have 
been,  avoided.  The  Government  did  not  print  greenbacks,  as  they 
did  in  1865,  and  make  them  legal-tender;  they  did  not  ask  the  banks 
to  take  their  certificates.  But  they  notified  the  banks  that  they  were 
expected  on  certain  dates  to  credit  the  Federal  Reserve  Bank,  as 
fiscal  agent  of  the  United  States,  with  specified  amounts  for  which 
they  would  receive  certificates,  bearing  a  specified  rate  of  interest. 
And  we  did  it;  we  did  it  cheerfully;  we  did  ever5^hing  which  w^e 
were  asked  to  do  during  the  war ;  and  we  didn't  criticize.  We  were 
not  afraid  they  would  call  us  "  Pro-German  ",  but  we  thought  that 
the  Government  was  engaged  in  a  very  great  struggle  for  which  it 
was  illy  equipped  and  not  overcompetent,  and  we  thought  we  might 
possibly  militate  against  its  success  in  winning  the  war  if  we  ex- 
pressed adverse  opinions,  so  we  simply  grinned  and  bore  it ;  and  we 
are  inclined  to  continue  in  that  attitude  at  present.  It  is  our  Gov- 
ernment, this  is  our  Nation,  and  we  are  going  to  win  out;  but  the 
situation  might  have  been  made  much  easier  for  us,  as  a  people,  as 
taxpayers,  if  some  things  had  been  avoided. 

Dr.  Willis  has  told  about  the  vicious  cycle  of  raising  wages  and 
then  raising  costs;  but  we  have  gotten  to  a  point  now  where  that 
doesn't  any  longer  produce  a  favorable  effect.  We  are  speculating 
in  this  country  not  only  on  the  stock  exchange,  but  in  commodities 
and  in  real  estate,  and  in  things  that  are  local  to  the  different  sec- 
tions of  the  country,  to  a  tremendous  extent;  and  that  ought  to  be 
curtailed  in  some  way.  It  cannot  be  done  forcibly.  We  are  also 
speculating  very  largely  in  foreign  securities — for  instance,  take  bonds 
of  the  City  of  Frankfort  and  other  cities  of  Germany,  The  mark  is 
worth  over  twenty-four  cents  normally;  it  is  worth  less  than  two 
cents  now.  Just  think  of  it,  one  dollar  can  be  made  to  count  twelve 
times,  in  purchasing  a  bond  of  one  of  those  first-class  German  cities, 
and  it  has  been  done  to  a  very  large  extent.  Other  people  have 
gone  a  little  further  and  bought  foreign  exchange,  in  the  belief  that 
it  would  advance  at  some  time.  -  But  for  the  banking  community  I 
want  to  say  that  we  have  been  financing  Europe  in  every  legitimate 
way  for  a  long  time.  We  would  not  buy  the  Government  bonds  over 
there  of  nations  that  were  not  raising  taxes  enough  to  pay  current 
expenses;  we  would  not  lend  them  money  on  which  to  live,  but  in 
the  City  of  Prague,  for  instance,  we  made  a  syndicate,  bought 
$9,000,000  worth  of  raw  cotton,  sent  it  to  them  (and  are  sending  it 
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to  them)  for  which  they  execute  a  trust  receipt,  agreeing  to  hold  the 
cotton  as  the  property  of  the  syndicate  and  to  manufacture  it  into 
finished  goods  and  sell  into  the  markets  of  this  country  enough  of 
those  finished  goods  to  pay  the  original  cost,  the  balance  to  be  used 
as  they  see  fit.  In  that  way,  you  will  notice,  we  get  rid  of  t^e  ex- 
change which  runs  so  strongly  against  them ;  they  sell  their  product 
here ;  they  make  dollar  exchange ;  they  avoid  the  high  rates  of  ex- 
change. The  same  thing  has  been  done  in  copper.  As  an  investing 
community,  as  a  banking  community,  we  are  doing  all  that  can  be 
done  within  the  limits  of  safety,  to  finance  the  industries  of  Europe, 
even  of  those  Governments  over  there  which  are  not  paying  their 
way,  and  those  newly  created  or  half-bom  Governments  that  exist 
on  paper  only,  which  of  course  have  no  standing  or  credit.  The 
banks  of  this  country  do  not  own  the  money  they  have  on  hand ; 
they  are  simply  trustees  for  it,  and  must  exercise  conserA-atisn^i. 

II 

JACOB   H.    HOLLANDER 
Professor  of  Political  Economy,  Johns  Hopkins  University 

The  meaning  of  "  inflation  ",  its  extent  and  its  effects,  have  been 
discussed  with  .such  clearness  and  agreement  that  no  further  com- 
ment is  necessary.  The  causes  and  the  remedies  remain  to  be  con- 
sidered. 

I  shall  be  compelled,  however,  in  harmony  with  the  suggestion  of 
the  chairman,  to  deflate  the  discussion  of  causes  and  to  dwell  only 
briefly  on  the  remedies.  I  do  this  with  regret.  For  after  all,  our 
prime  interest  as  economists  lies  in  clear  recognition  of  the  causes 
of  inflation.  Moreover,  it  is  our  duty  to  set  forth  these  causes  for 
three  reasons :  First,  in  order  that  there  may  lie  a  definite  assignment 
of  responsibility  both  as  to  policies  and  as  to  persons;  this  in  no 
vindictive  or  hyper-critical  sense,  but  as  the  one  sure  way  in  which 
we  are  likely  to  avoid  like  error  in  the  future.  T  venture  to  say  that 
it  has  only  been  the  clear  understanding  in  the  public  mind  of  the 
mistakes  of  Secretary  Chase  as  to  greenback  financing  in  the  Civil 
War  that  prevented  us,  alone  among  the  nations  engaged  in  the  World 
War,  from  reverting  to  a  policy  of  inconvertible  paper  money.  In 
the  second  place,  unless  we  understand  our  mistaken  policies,  we  are 
likely  to  continue  pursuing  the  same  errors.  And.  thirdly,  unless  we 
know  what  the  causes  are,  we  shall  certainly  not  adopt  wise  remedies. 
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There  was  agreement,  I  think,  in  this  morning's  discussion  that  a 
war  can  be  financed  in  three  ways :  by  taxes,  by  loans,  or  by  issuing 
paper  money.  But  there  is  one  further  way  in  which  a  war  can  be 
financed,  which  has  not  been  mentioned,  except  incidentally  by  Mr. 
Hepburn,  whose  encyclopedic  knowledge  of  money  and  banking,  bar- 
ring only  a  curious  stone-age  survival,  a  belief  in  the  unsoundness  of 
the  quantity  theory  of  money,  did  not  permit  him  to  omit  the  very 
large  part  which  direct  borrowing  from  the  banks  may  play  in  war 
finance.  It  is  this  large  continuing  reliance  of  our  Treasury  upom 
direct  bank  borrowing  that  I  regard  as,  if  not  the  most  important, 
certainly  the  most  neglected  cause  of  inflation. 

I  take  it,  before  a  company  such  as  this,  it  is  certainly  not  neces- 
sary to  say  that  if  the  United  States  Government  had  pursued  the 
financial  policy  followed  in  the  Civil  War  and  struck  off  additional 
United  States  notes  and  used  them  in  paying  the  munition-makers 
and  the  ship-builders,  the  effect  would  have  been  higher  prices,  just 
as  during  the  Civil  War.  But  if,  realizing  the  magnitude  of  the 
financial  requirement  and  the  limitation  of  printing  presses,  the 
Treasury,  instead  of  increasing  the  supply  of  notes,  had  adopted 
methods  which  increased  the  supply  of  bank  deposits,  so  that  instead 
of  making  its  payments  with  notes  it  would  have  made  such  pay- 
ments by  check,  the  effect  would  have  been  identically  the  same.  In 
other  words,  if  the  United  States,  instead  of  using  the  bank  credits 
which  individuals  had  in  their  deposit  accounts,  had  created  bank 
credits  of  its  own,  there  would  have  been  an  addition  to  the  deposit 
currency  of  the  country,  just  as  clearly  as  there  would  have  been  an 
addition  to  the  note  currency  of  the  country  had  it  printed  green- 
backs. The  term  "  fiat  credit "  c»uld  be  applied  just  as  appro- 
priately to  such  government  deposits  as  the  term  "  fiat  notes  "  could 
be  applied  to  the  greenback.  Now  this  is  precisely  what  we  did 
during  the  World  War — not  only  from  the  smnmer  of  1917  until  the 
armistice,  but  what  we  have  since  continued  to  do  until  the  present. 
We  have  done  this  through  the  device  of  Treasviry  certificates  of  in- 
debtedness. Designed  originally  as  a  mode  by  which  the  Treasury 
might  anticipate  the  proceeds  o'f  war  taxes  and  loans,  just  as  any 
city  anticipates  tax  revenue  by  the  issuance  of  tax  warrants  placed 
with  the  banks,  the  certificates  of  indebtedness  were  gradually  per- 
mitted to  degenerate  into  a  habitual  mode  of  creating  credit,  credit 
which  was  before  non-existent,  which  did  not  represent  the  diversion 
of  deposits  from  individual  Government  accoimts,  but  which  repre- 
sented new  creations  unrelated  to  commercial  requirements,  tracing 
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their  warrant  to   Governmental  fiat  as  distinctly  as  the  greenback 
issues  of  Secretary  Chase. 

The  mode  of  procedure  was  very  simple.  The  Secretary  of  the 
Treasury,  at  more  or  less  regular  intervals,  issued  and  placed  with 
the  banks,  by  a  manner  of  administrative  compulsion  such  as  Mr. 
Hepburn  has  described,  an  amount  of  certificates  of  indebtedness. 
The  banks  paid  for  these,  not  by  taking  credit  from  other  quarters, 
but  by  writing  upon  the  page  of  its  ledger  headed  "  government  de- 
posits "  so  many  millions  of  additional  credit.  Thereafter  the  Gov- 
ernment drew  upon  those  credits  by  transfer  to  the  Federal  Reserve 
banks,  and  then  liberated  them  in  ordinary  disbursement.  Thereafter 
they  found  their  way  into  the  deposit  accounts  of  the  ship-builders 
and  munition-makers,  operating  precisely  as  though  the  Government 
had  taken  from  its  presses  brand-new,  fresh-engraved  notes  and  used 
them  in  payment  of  its  bills.  In  other  words,  additional  credit  was 
created  by  Government  fiat,  utterly  unrelated  to  commercial  require- 
ment. This  credit,  disbursed  in  the  course  of  Government  expendi- 
ture, found  its  way  into  individual  accounts  and  tended  to  swell  the 
amount  of  deposit  currency  over  and  above  the  amount  of  note  cur- 
rency. 

Just  one  word  more,  for  I  do  not  mean  to  al)use  my  allowance  of 
time. 

What  has  been  said  as  to  the  imperviousness  of  the  Treasury  to 
suggestion  not  only  as  to  individual  opinion  but  as  to  actual  experi- 
ence and  as  to  positive  recommendation,  I  think  in  this  particular  is 
true  beyond  question.  The  Cunliffe  commission  in  England  had 
made  careful  investigation  and  had  traced  word  for  word  and  item 
for  item  the  unwholesome  course  of  this  process  of  bank  borrowing, 
and  a  competent  group  of  experts  in  the  United  States  had  con- 
demned it.  But,  leaving  aside  what  was  done  in  the  first  instance  as, 
after  all,  involved  in  the  wastage  and  losses  of  the  war,  we  face  the 
hard  fact  that  this  process  continued  with  accelerated  speed  after  the 
armistice,  and  only  within  the  last  month,  under  the  administration 
of  Secretary  Houston,  who  for  the  first  time  has  injected  a  degree 
of  candor  and  ingenuousness  into  the  borrowing  operations  of  the 
Treasury,  this  process  of  fiat-credit  making  has  continued  and  im- 
pends with  respect  to  the  further  financing  of  the  floating  debt.  In 
other  words,  the  United  States  has  now  practically  three  billions  of 
unfunded  floating  debt  in  the  form  of  certificates  of  indel)tedness, 
largely  held  by  the  banks,  that  will  mature  between  now  and  next 
April. 
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It  depends  upon  the  policy  which  is  adopted  now,  whether  we  are 
to  continue  the  same  process  of  renewing  and  extending  that  debt  by 
the  creation  of  further  fiat  credit,  or  whether  we  shall  adopt  the 
measures  which  England  in  the  last  two  weeks  has  adopted,  with  a 
fine  courage  harmonizing  with  her  brilliant  financial  tradition.  We 
must  extinguish  that  debt  by  spending  less  or  taxing  more,  or  we 
must  fund  it  so  that  it  will  be  absorbed  by  investors  out  of  existing 
deposits.  If  we  fail  to  do  any  of  these  things,  and  pursue  the 
methods  which  we  pursued  during  the  war  and  after  the  war,  by 
renewing  the  floating  debt,  through  the  issuance  of  additional  or 
continuing  certificates  of  indebtedness,  taJcen  in  the  main  by  the 
banks,  paid  for  by  the  creation  of  additional  credit  against  which  no 
reserves  need  be  held  and  upon  the  taking  of  which  no  limit  therefor 
is  imposed  upon  the  banks,  if  we  do  that,  our  talk  of  deflation  is  as 
futile  as  the  talk  of  lifting  ourselves  by  tugging  at  our  bootstraps. 

Ill 

DR.   B.   M.   ANDERSON,    JR- 
National.  Bank  of  Commerce 

I  want  to  talk  about  certain  things  which  Professor  Willis  has 
indicated  as  the  more  important  matter.  Constrained,  by  the  assign- 
ment of  the  topic,  to  talk  about  banking,  he  has  indicated  that  the 
more  fvmdamental  things  are  in  the  fields  of  production,  consump- 
tion and  the  like,  and  that  is  where  the  emphasis,  it  seems  to  me,  be- 
longs. I  am  one  of  those  economists  of  Professor  Hollander's 
"  stone  age  ",  who  join  with  Mr.  Hepburn,  Professor  Mitchell,  Pro- 
fessor Willis,  and  others  in  being  skeptical  of  the  quantity  theory, 
although  recognizing,  I  trust,  a  good  many  of  the  factors  which 
adherents  of  the  quantity  theory  have  emphasized  this  morning. 

The  central  point  in  the  explanation  of  the  present  high  prices  of 
the  United  States,  with  our  gold  standard,  is  shortages  of  goods  and 
the  speculation  attendant  upon  those  shortages.  The  basic  cause  of 
the  shortages  is  the  enormous  exc-ess  of  exports  over  imports,  which 
has  been  going  on  for  the  last  five  and  a  half  years,  and  which  has 
been  greater  since  the  armistice  than  it  was  before  the  armistice, 
running  $336,000,000  in  the  month  of  March  of  this  year ;  running 
$625,000,000  in  June  of  last  year;  and  averaging  $350,000,000  or 
more  per  month  since  the  armistice.  When  this  export  balance  dis- 
appears, and  when  our  domestic  markets  are  called  upon  to  absorb 
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three  or  four  hundred  million  dollars  worth  of  goods  per  month  that 
they  are  not  now  absorbing,  we  shall  see  lower  prices. 

The  export  balance  does  not  tell  the  wliole  story,  of  course.  We 
diverted  labor,  engaged  largely  in  producing  peace-time  goods,  to 
producing  cantonments,  ships,  shipyards,  factories  for  making  air- 
craft and  the  like  during  our  own  participation  in  the  war.  We 
withdrew  five  million  men  from  industry  for  the  Army  and  Navy. 
^Vhen  these  men  returned  last  year  in  large  part  to  industry,  we 
naturally  expected  an  increase  in  production.  It  has  not  come.  The 
year  1919  showed  a  reduction  in  the  physical  volume  of  production 
of  at  least  ten  per  cent,  I  suppose.  All  who  have  investigated  the 
matter  seem  in  agreement  that  there  is  a  substantial  reduction,  de- 
spite the  return  of  the  soldiers  to  indu.stry,  in  the  physical  output  of 
1919  as  compared  with  that  of  1918. 

Coupled  with  this  decreased  production,  which  I  attribute  to  the 
prolonged  strain  and  resultant  derangements  in  our  industrial  system 
which  the  w^ar  has  involved,  came  a  great  increase  in  our  export 
balance  of  trade  and  a  great  increase  in  domestic  consumption  as  our 
people  relaxed  from  war-time  economy  and  swung  to  the  opposite 
extreme.  The  net  result  of  diminished  production,  increased  excess 
of  exports  over  imp>orts.  and  increased  domestic  consumption  and 
extravagance,  is  that  shortages  of  goods  are  markedly  greater  at  tlie 
present  moment  than  they  were  at  the  time  of  the  armistice. 

Now  in  normal  times  the  world  lives  from  hand  to  mouth.  It  was 
estimated,  before  the  war,  that  England  would  usually  have  about  a 
six  weeks'  excess  of  food  on  hand  and  that  an  interruption  of  ship- 
ping for  six  weeks  would  mean  that  England  would  be  brought  to 
the  verge  of  starvation.  I  have  estimated  roughly  that  in  the  United 
States,  in  the  year  1912,  a  normal  year,  we  had  on  hand  in  the  form 
of  consiuners'  goods  ready,  or  nearly  ready,  for  the  market  about  a 
three  or  four  months'  supply.  That  is  a  liberal  estimate.  The  cessa- 
tion of  industry  for  three  or  four  months  would  have  brought  tlie 
l-nited  States  to  direct  famine  and  want.  Any  such  interruption, 
therefore,  of  industry  as  the  war  involved,  any  such  enormous  in- 
crease of  consumption  as  the  war  involved,  shortens  existing  stocks 
of  goods  tremendously  and  brings  the  most  acute  shortages  in  many 
lines.  The  world  lives  from  hand  to  mouth,  and  the  surpluses  have 
l)een  enormously  reduced.  Now  it  is  here,  I  think,  that  the  emphasis 
belongs,  rather  than  on  the  banking  and  monetan,'  phenomena  which 
certain  of  the  speakers  this  morning  have  emphasized. 

No  doubt,  if  gold  had  not  come  into  our  system  during  the  war, 
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we  could  not  have  expanded  our  bank  loans  as  we  have  and  at  the 
5ame  time  maintained  the  gold  standard.  Probably  we  should  have 
been  forced  off  the  gold  standard,  and  in  that  case  prices  would 
have  gone  higher  than  they  did  go.  But  gold  has  been  leaving  for 
•over  a  year  now.  Just  about  a  year  ago  the  gold  embargo  was  re- 
moved. We  have  lost  nearly  $400,000,000  in  gold  since  that  time. 
None  the  less,  prices  have  gone  up  and  banks  have  continued  ex- 
panding at  a  tremendous  rate,  because  of  these  factors  in  consump- 
tion, production  and  export.  No  doubt  if  the  Federal  Reserve  banks 
had  enforced  a  stronger  discount  policy  earlier,  we  might  have  re- 
tarded that  expansion  somewhat,  and  prices  might  have  been  held 
back  somewhat.  But  I  call  your  attention  to  the  fact  that  money 
has  been  tight  since  July  and  August  last.  Call  rates  in  the  stock 
market  especially  have  been  at  prohibitive  figures  repeatedly  since 
last  August.  No  doubt  if  the  Government  had  borrowed  less  and 
taxed  more  we  should  have  forced  more  economy  up>on  our  people, 
and  if  the  Government  had  made  larger  use  of  funding  loans  rather 
than  of  treasury  certificates,  which  are  taken  chiefly  by  the  banks, 
there  would  have  been  more  economy  forced  upon  the  people. 

But  the  fundamentals  lie  somewhere  else.  When  the  underlying 
factors  change  and  prices  turn  downward  again,  bank  loans  and 
deposits  in  the  United  States  will  also  decline.  This  happened  at  the 
time  of  the  armistice.  Following  the  armistice,  there  came  a  reac- 
tion in  business.  There  came  a  decline  in  commodity  prices,  amount- 
ing to  some  ten  per  cent  on  Bradstreet's  index  number,  which  repre- 
sents those  wholesale  goods  on  which  bank  loans  are  most  likely  to 
be  made.  Commercial  borrowings  fell  off  rapidly.  I  speak  now  as 
one  who  saw  it  from  the  inside  of  a  bank.  There  came  to  the  great 
New  York  City  banks  millions  and  millions  of  dollars  daily,  in  one, 
two  and  five  dollar  bills,  and  other  small  currency,  sent  in  from  out- 
of-town  banks.  Payrolls  were  falling  off;  retail  business  was  fall- 
ing off  in  many  centers,  and  the  merchants  didn't  need  so  much 
hand-to-hand  money.  They  turned  it  in  to  their  local  banks,  who 
sent  it  in  to  the  New  York  banks.  The  New  York  banks  then  turned 
it  over  to  the  Federal  Reserve,  banks  and  reduced  rediscounts.  The 
volume  of  Federal  Reserve  Notes  was  reduced  about  ten  per  cent 
during  that  period.  A  liquidation  process  started,  which  would 
have  gone  far  had  it  not  been  checked  and  reversed  by  that  tre- 
mendous outpouring  of  goods  to  Europe,  far  in  excess  of  the  volume 
that  had  been  going  before,  financed  in  the  way  that  Professor  Hol- 
lander objects  to  particularly,  by  the  Government's  borrowing  from 
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the  banks  the  funds  which  it  loaned  to  Europe.  That  turned  the 
scale.  There  came  a  revival,  and  a  new  boom  started,  which  has 
gone  on  since. 

One  further  point — a  very  brief  one.  One  of  the  reasons  why  I 
don't  accede  readily  to  the  type  of  reasoning  that  the  quantity  theory 
involves,  is  that  it  seems  to  me  much  more  important  to  talk  about 
the  quality  of  money  than  to  talk  about  the  quantity  of  it.  If  the 
quality  of  it  is  right,  it  will  adjust  itself  to  the  underlying  factors. 
If  the  quality  isn't  right,  you  can  get  a  very  different  situation.  Our 
sound  gold  money  and  our  sound  banking  system  have  primarily 
adapted  themselves,  passively,  to  the  underlying  facts.  Where  you 
have  got  away  from  the  gold  standard,  your  monetary  phenomena 
are  far  more  significant  causal  factors.  Depreciated  paper  money 
throughout  most  of  the  countries  of  Continental  Europe,  despite 
their  even  greater  scarcity  of  goods,  is  still  the  main  cause  of  their 
high  prices.  Their  prices  have  risen  very  much  more  than  ours.  It 
seems  to  me  very  important  to  distinguish  between  a  price  situation 
where  you  have  the  gold  standard  maintained,  and  a  price  sitviation 
where  you  have  not  maintained  it. 
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DR.  WESLEY  C.   MITCHELL 
The  New  School  for  Social  Eesearch 

AS  I  have  listened  to  the  preceding  discussions  of  the 
causes  of  high  prices  my  task  of  making  a  contribu- 
tion has  grown  increasingly  difficult.  One  by  one 
the  topics  that  require  analysis  have  been  dealt  with,  and  I  am 
left  with  little  to  say  except  that,  technical  matters  apart,  most 
of  what  has  been  said  with  reference  to  the  United  States 
applies  to  the  world  at  large.  We  are  prone  to  overlook,  at 
least  to  understress,  the  international  factors  in  our  economic 
life.  Let  me  recall  therefore  the  close  relations  which  subsist 
between  changes  in  the  price  levels  of  the  United  States  and  the 
great  states  of  Europe. 

Once  I  had  occasion  to  investigate  carefully  the  wholesale 
price  fluctuations  of  1 890-1 910  in  America,  England,  France, 
and  Germany.  I  found  that  the  curves  representing  the  price 
levels  of  the  three  European  countries  agreed  very  closely  with 
each  other,  so  closely  that  one  might  fairly  speak  of  a  European 
price  level  in  those  twenty  years.  This  composite  European 
curve,  however,  differed  somewhat  from  the  corresponding 
American  curve.  Europe  had  a  business  crisis  in  1890  as  did 
we,  but  the  succeeding  depression  was  not  aggravated  by  such 
monetary  uncertainties  as  intensified  our  troubles  in  1893  and 
1896.  While  the  price  level  fell  on  both  sides  of  the  Atlantic 
from  1890  to  '96  the  fall  was  more  violent  on  this  side.  Next, 
the  crisis  of  1900-01  was  severe  in  Europe,  and  scarcely  dis- 
tinguishable in  America.  That  crisis  was  followed  by  a  drop 
in  English,  French  and  German  prices, — a  drop  from  which 
recovery  did  not  come  until  1904-05.  In  America  these  years 
brought  irregular  movements — a  drop  in  1901,  a  rise  in  1902, 
another  drop  during  the  "  rich  man's  panic  "  of  1903-04  (pri- 
marily an  American  affair),  and  then  participation  in  the 
European  revival  of  1904-05.  Finally,  after  the  crisis  of  1907, 
business  recuperated  more  promptly  in  the  United  States  than 
in  Europe  and  prices  reflected  that  fact. 
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Even  in  \'cars  of  {leacc,  then,  with  a  \irtual  gold  standard 
I)revailing-  on  both  sides  of  the  water,  American  prices  diverge 
somewhat  from  European  prices  under  the  pressure  of  domestic 
influences.  J^ut  these  divergences  are  merely  qualifications  of 
a  broader  proposition.  In  general  the  price  levels  of  the 
United  States,  England,  E ranee  and  Germany  rose  and  fell 
together  in  1 890-1 910.  If  I  could  exhibit  here  a  chart  con- 
taining all  four  curves,  the  first  thing  you  would  see  would  be 
their  striking  similarity.  And  after  you  had  noted  the  oc- 
casional divergences  of  direction  and  degree  of  fluctuation  you 
would  come  back  again  to  the  substantial  uniformitv-  as  the 
matter  of  chief  moment. 

Somewhat  earlier  I  had  looked  into  the  diff'erences  between 
European  and  American  price  fluctuations  during  our  paper- 
standard  regime  of  1862  to  1879.  Superficially,  of  course,  our 
greenback  price  curve  seems  to  have  no  relation  to  the  Euro- 
jjean  gold  price  curves  of  those  years.  But  analysis  showed 
that  close  relationships  of  the  sort  that  stand  out  clearly  in 
the  figures  for  1890-1910  persisted  throughout  the  disturb- 
ances wrought  by  the  Civil  W^ar  and  the  paper  standard.  Re- 
duce our  paper  prices  to  the  European  monetary'  units  and 
you  find  that  in  1862-79  the  major  swings  of  the  price  le\el  are 
much  alike  in  the  two  hemispheres.  The  relationship  was  un- 
questionably interfered  with  by  the  necessity  of  making  adjust- 
ments among  jjaper  money  prices  for  commodities  in  American 
markets,  the  premium  on  gold,  the  quotations  for  foreign  bills, 
and  the  gold  prices  for  commodities  in  European  markets.  But 
these  diflicult  adjustments  -were  made  with  a  varying  lag  in 
time  and  a  varying  margin  of  safety,  so  that  the  price  levels  on 
the  two  sides  of  the  Atlantic  did  not  lose  touch  with  each  i)ther. 

Erom  this  earlier  experience  during  war  and  peace  I  argue 
that  in  studying  the  causes  of  the  rise  of  {trices  in  1915-20  we 
do  well  to  take  an  international  rather  than  an  American  view 
of  the  whole  process.  Demonstrably  the  rise  in  this  countr>- 
diff"ers  notably  in  time  and  degree  from  the  rise  in  other  coun- 
tries, and  it  is  important  to  iiu}uirc  narrowly  into  these  diff'er- 
ences and  their  causes.  Vet  the  jirice  level  of  the  commercial 
world  today  is  so  much  the  outcome  of  one  organized  process, 
that  we  can't  explain  w  hat  has  happened  in  any  countr}-  ex- 
cept by  what  has  happened  in  e\erv  count r\-.      The  diflPerences 
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that  appear  on  the  surface  of  the  price  quotations  or  index 
numbers  from  Europe,  Asia,  Africa,  Australia  or  the  two 
Americas,  will  largely  resolve  themselves  into  arithmetical  ad- 
justments if  we  bring  into  our  analysis  all  the  factors  that  are 
now  affecting  commercial  operations.  There  remain  certain 
lags  to  be  accounted  for  and  certain  margins  of  inaccuracy  in 
the  adjustments  possible  under  the  confused  conditions  of  the 
world  war' — differences  probably  somewhat  wider  than  those 
marking  off  American  from  European  price  fluctuations  in 
1 890- 1 910,  but  still  differences  that  will  appear  modest  in  face 
of  the  similarities. 

I  hope  that  these  suggestions  will  strike  every  one  interested 
in  this  discussion  as  obviously  just — commonplace.  For  if  we 
do  agree  upon  the  controllrng  importance  of  the  international 
factor  in  explaining  what  has  happened  in  the  recent  past,  we 
may  have  wit  enough  to  use  what  is  currently  happening  on 
the  international  stage  as  a  guide  to  what  America  ought  to 
do  in  the  present  and  near  future.  We  are  now  blaming  our- 
selves noisily  for  our  absurd  performances  in  1 91 9.  They  were 
absurd ;  but  what  we  did  in  that  year  of  madness  the  whole 
world  was  doing — several  of  the  nations  on  a  more  extravagant 
scale  than  ours.  The  recovery  from  this  fit  will  also  be  an 
international  spectacle  and  its  consequences  of  price  reductions, 
liquidations,  bankruptcies  and  (let  us  hope)  eventual  resump- 
tion of  hard  work  at  making  useful  goods  will  run  their 
course  over  all  the  continents.  We  have  not  been  the  leaders 
in  the  worldwide  fluctuations  since  1914.  By  watching  those 
who  have  been  the  leaders  we  may  tell  what  soon  will  happen 
to  us. 
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FLATION :  THE  KANSAS  INDUSTRIAL  RELA- 
TIONS COURT  PLAN 

HKNRY  J.  ALLEX 
GovernoF  of  Kansas 

IT  is  a  very  great  privilege  to  stand  for  a  few  moments  be- 
fore this  distinguished  Academy,  to  present  a  remedy 
which  I  believe  in,  to  ride  in  this  very  fine  presence  a 
hobby  which  I  love  very  much. 

Out  in  Kansas  we  have  found  what  we  believe  to  be  an  im- 
portant remedy  for  industrial  controversies.  We  believe  that 
we  will  be  able  to  produce  a  period  of  stabilization  in  the 
production  of  essential  necessities  by  doing  away  with  indus- 
trial warfare.  We  discovered  the  remedy  out  of  the  grim 
necessit)'  of  the  coal  strike  last  winter. 

When  the  coal  strike  came  on  in  Kansas  and  the  central 
part  of  the  United  States,  we  found  that  everybody  was  out 
of  coal,  except  the  coal  operators  and  the  coal  miners,  and 
something  had  to  be  done,  unless  we  were  to  submit  tamely  to 
the  unpleasant  process  of  freezing.  The  State  took  over  the 
coal  mines  and  called  for  volunteers.  It  seemed  impossible 
for  us  to  believe  out  there  in  Kansas,  where  all  of  us  live 
more  or  less  outdoor  lives,  the  dictum  that  coal  could  be  mined 
only  under  certain  regulations,  at  certain  hours  of  the  day,  by 
certain  self-classified  individuals;  and  so  the  State  took  over 
the  coal  mines  and  asked  for  volunteers.  In  twenty-four 
hours  more  than  ii,CK)0  people,  most  of  whom  had  never  seen 
a  coal  mine,  came  to  dig  coal.  Out  of  this  magnificent  offer- 
ing, the  State  chose  a  sufficient  number  of  stalwart  young  men, 
most  of  whom  had  been  in  the  Army,  and  these  boys  went  to 
the  district  and,  under  conditions  which  the  miners  themselves 
declared  were  insuperable,  they  produced  enough  coal  in  ten 
days  to  relieve  the  emergency  in  two  hundred  Kansas  com- 
munities. 

They  did  more  than  that :  they  set  u[)  a  new  fundamental 
realization,  in  their  own  minds  and  in  the  minds  of  those  who 
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looked  on  and  in  the  minds  of  those  who  were  benefited  by 
the  production,  that  Government  still  has  a  responsibility  and 
a  remedy  in  industrial  warfare. 

So  the  Legislature  was  called  into  session  immediately,  and 
there  was  produced,  by  an  almost  unanimous  vote  of  both 
Houses  (that  is,  by  all  but  seven  votes  in  the  lower  House  and 
tw'o  votes  in  the  Senate)  the  Kansas  Court  of  Industrial  Rela- 
tions. It  is  not  a  court  of  arbitration  or  conciliation ;  it  is  a 
court  of  justice,  and  in  the  personnel  of  that  court  there  is  no 
man  who  represents  labor  from  a  professional  standpoint,  or 
employing  capital  from  a  professional  standpoint — they  all 
three  represent  Government,  with  its  pledge  of  impartial  justice. 

We  have  all  discovered  that  we  have  not  made  much  effec- 
tive progress  by  arbitration  and  conciliation  ;  we  have  produced 
a  beautiful  book  of  language.  We  have  gone  farther,  of 
course,  in  the  report  of  the  Second  Industrial  Conference  than 
we  had  gone  before  in  the  suggestion  of  remedy.  I  think  in 
that  we  have  gone  as  far  as  the  human  mind  and  the  human 
heart  can  go  in  conciliation;  but,  in  my  judgment,  that  report 
falls  down  just  where  arbitration  and  conciliation  always  fall 
down :  at  the  point  of  definite  decision.  So  the  Kansas  Court 
is  founded  upon  the  basis  that  arbitration  has  never  provided 
any  guarantee  of  successful  adjudication.  When  you,  repre- 
senting employing  capital,  select  your  member  of  the  board  of 
arbitration,  and  I,  representing  labor,  select  my  representative, 
and  the  two  choose  the  umpire,  that  umpire  may  do  one  of 
three  things.  He  may  join  your  side  and  secure  a  partisan 
decision;  he  may  join  my  side  and  secure  a  partisan  decision; 
or  he  may  dicker  back  and  forth  and  secure  a  compromise. 
But  into  the  consideration  of  that  board  of  arbitration,  there 
never  comes  any  concern  for  the  other  party  in  the  triangle, 
the  party  which  in  every  essential  industry  is  chiefly  concerned, 
the  public. 

Out  there  in  Kansas,  we  have  been  stratified  somewhat  as 
you  have  been  here  in  New  York :  one  and  one-half  per  cent 
of  the  population  representing  employing  capital  at  the  top,  six 
and  one-half  per  cent  representing  ^organized  labor  at  the 
bottom,  and  in  between  ninety-two  per  cent  of  us,  a  good- 
natured,  protoplasmic  formation,  having  no  power  save  the 
good-natured  power  of  passive  resistance.    Then,  out  in  Kansas 
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when  they  sought  to  freeze  us,  this  good-natured  mass  took  on 
vitalization  and  began  to  heave  and  strain  and  feel  muscle 
and  tissue,  and  finally  even  anger.  The  law  creating  the  court 
was  passed  on  a  Saturday  night  and  on  the  next  Monday  600 
miners  went  out  on  what  they  called  a  "  Protest  Strike."  They 
did  not  realize  that  in  Kan.sas  it  had  not  in  the  jiast  been  left 
to  the  taste  of  those  who  live  under  the  law,  as  to  whether  the 
law  shall  be  enforced;  and  so  the  Attorney  General  went  to 
the  district  for  the  purpose  of  bringing  prosecutions  under 
the  criminal  clauses  of  the  law.  When  he  had  brought  into 
the  court  a  half  dozen  or  more  of  the  leaders  who  had  brought 
on  the  strike,  and  had  read  the  law  and  explained  the  pur- 
poses and  the  balance  of  justice  in  the  court,  they  all  said  : 
"  We  are  going  to  work  in  the  morning.  It  wasn't  a  serious 
strike  anyway;  we  had  pay-day  on  Saturday,  and  this  was  just 
blue  Monday." 

This  very  significant  thing  happened  at  that  hour.  A  group 
of  miners  having  a  grievance  came  voluntarily  into  the  court 
and  asked  the  court  to  adjudicate  the  grievance.  That  was 
significant  for  this  reason:  if  they  had  followed  their  own  by- 
laws, they  would  of  course  have  taken  their  grievance  first  to 
their  local  chairman,  who  in  turn  would  have  taken  it  to  the 
district  chairman,  who  in  turn  would  have  taken  it  to  the 
national  committee,  which  in  turn  would  have  brought  it  to 
the  operators.  Then  it  would  have  gotten  to  the  public  in  the 
form  of  a  strike.  But,  ignoring  all  this  elaborate  machinerv', 
they  went  voluntarily,  over  the  head  of  their  own  officers,  into 
the  court  and  asked  for  adjudication. 

Then  Alexander  Howat,  the  President  of  the  district,  had 
a  meeting  of  his  War  Board,  and  a  resolution  was  passed,  de- 
claring that  any  miner,  or  other  member  of  the  mining  business 
belonging  to  the  union,  who  appealed  to  the  officers  of  the  court, 
should  be  fined,  for  the  individual  fifty  dollars;  or  if  it  were  a 
union,  or  a  union  official  $5,000  should  be  the  fine. 

Our  union  friends  talk  a  great  deal  about  individual  liberty 
and  the  undesirability  of  government  seeking  to  take  away  any 
of  their  rights;  yet  the)-  did  not  hesitate  to  impose  this  heavy 
penalty-  ui>on  any  man  who  should  .*^^ek  to  obey  the  law  of 
Kansas.  The  court  went  into  the  district  for  the  purpose  of 
taking  testimony  in  this  cause,  brought  hv  the  miners  them- 
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selves.  One  hundred  miners  were  summoned.  They  all  came 
into  the  court  to  testify,  with  the  single  exception  of  Alexander 
Howat,  the  President  of  the  district,  and  the  members  of  his 
cabinet,  all  of  whom  said,  "  We  will  not  testify  because  we  do 
not  believe  in  the  law."  Of  course,  much  to  our  regret,  it  was 
necessary  to  send  them  to  jail,  not  because  they  did  not  believe 
in  the  law,  but  because  they  did  not  obey  the  law.  Some  of  the 
radicals  from  the  foreign  element,  went  the  next  day  to  the  jail 
and  called  upon  Howat;  the  sheriff,  who  was  a  chummy  sort  of 
a  chap,  took  Howat  out  on  a  balcony  where  he  addressed  the 
mining  audience  according  to  his  taste  and  whatever  gift  he 
had  of  language,  which  was  considerable.  The  miners  said, 
"Well  now,  that's  a  fine  event;  we  just  make  a  joke  of  the 
law."  They  went  back  into  the  district  and  said,  "  Day  after 
tomorrow  we  will  have  a  real  demonstration."  So  they  gath- 
ered up  four  or  five  thousand  and  went  back  the  day  after  to- 
morrow, and  of  course  in  the  meantime  we  had  moved  Howat 
to  a  jail  farther  away,  where  he  would  not  be  molested  by 
company,  and  discharged  the  sheriff  from  his  office,  and  there 
was  the  play  with  "  Hamlet  "  left  out. 

Then  we  all  held  our  breath,  wondering  what  would  be  the 
next  step  of  these  miners.  If  they  were  as  angry  as  Howat 
believed  they  were,  it  of  course  meant  destruction  of  property ; 
possibly  they  might  have  torn  down  the  old  jail,  which  would 
have  been  a  blessing  to  the  community.  But  these  miners,  in- 
stead of  evincing  any  anger,  looked  at  each  other,  and  one  said. 
"  Well,  the  laugh  is  on  us;  "  and  they  went  back  home  and 
many  of  them  returned  to  work. 

Now  the  teaching  of  the  incident  was  merely  this :  that  these 
men  had  come  to  realize  that  the  law  was  beneficial,  and  the 
influence  of  the  conservative  element  in  their  ranks  was  work- 
ing silently,  as  conservative  influence  generally  works  (it  is 
only  the  radical  influence  that  works  noisily,  generally)  ;  and 
the  feeling  is  growing  all  through  the  mining  district  that  the 
law  is  entitled  to  its  chance. 

The  law  has  operated  three  months,  and  in  those  three 
months  it  has  produced  some  definite  effects  which  concern 
the  purpose  of  this  conference.  In  less  than  three  months  we 
have  produced  more  coal  in  the  bituminous  district  of  Kansas 
than  any  other  five  and  a  half  months  in  the  history  of  the 
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district  can  sliow.  Last  year,  uj)  to  the  present  time,  there 
were  forty-two  strikes.  This  year,  there  has  been  no  strike. 
Our  mining  friends  tell  us  that  we  have  taken  away  the  only 
weapon  they  had  in  their  right  t(j  strike.  I  contend  that  we 
have  given  them  a  much  more  dependable  and  useful  weapt)n 
in  the  government  of  the  state.  The  other  weapon  they  had 
used  too  much  in  that  district.  In  the  past  thirty-three  months, 
ending  with  the  beginning  of  the  operation  of  our  law.  there 
had  been  396  strikes — more  than  eleven  strikes  a  month — and 
these  strikes  had  produced,  in  monetary  victories  for  the 
miners,  the  sum  total  of  $778.94;  they  had  cost  the  miners,  in 
loss  of  wages,  $1,600,000;  and  the  miners  paid  in  dues  for 
strike  benefits,  out  of  their  own  scanty  purses,  last  year  alone 
$157,000.  Surely  government  may  do  better  for  these  poor 
people  than  that ! 

Now^that  we  have  established  the  court,  it  is  found  to  have  one 
advantage  over  anything  that  has  been  suggested.  Its  decisions 
are  prompt  and  final.  This  court  has  teeth,  and,  fortunately 
for  the  justice  of  human  society,  the  teeth  are  located  both  on 
the  upper  and  the  lower  jaw. 

We  are  proceeding  upon  an  old  and  well  recognized  prin- 
ciple, that  certain  industries  are  impressed  with  a  public  inter- 
est, and  because  they  are  so  impressed  with  a  public  interest, 
they  are  subject  to  reasonable  regulation  on  the  part  of  society. 
That  is  an  old  principle;  it  has  been  existing  in  organized 
government  since  the  thirteenth  century,  when  a  blacksmith 
shop  along  the  public  highway  in  England  wa^  a  public  utility. 
For  all  these  years,  states  and  the  federal  government  have 
recogni/.ed  this  principle,  and  so  we  have  regulated  the  rail- 
roads; that  is,  we  have  regulated  their  fares,  their  rates,  their 
safety  appliances,  their  schedules,  but  we  have  not  regulated 
the  other  very  considerable  element  in  railroad  activities;  we 
have  never  regulated  labor.  Indeed,  on  the  other  hand,  we 
have  allowed  labor  to  regulate  transportation,  much  to  the 
disadvantage  of  the  public  sometimes.  When  these  friends  of 
ours,  representing  organized  labor,  come  to  talk  to  us  about 
the  impossibility  of  legislation  for  regulation,  what  explanation 
have  they  to  make  of  their  belief  in  the  Plumb  Plan,  which  is 
the  strongest  legislation  that  anybody  has  yet  suggested  in  this 
countr\',  and  most  of  these  union  leaders  are  /<?r  it  because 
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it  provides  for  the  purchase  of  the  roads  by  the  public  and  their 
operation  in  the  interest  of  the  railroad  employees.  How,  in 
the  light  of  their  objection  to  regulative  legislation,  do  they 
defend  the  action  of  their  leaders  in  pushing  through  Congress, 
by  coercion,  the  Adamson  law?.  Why  there  never  w^as  an  hour 
in  the  history  of  this  country  when  any  intelligent  person  has 
had  so  much  occasion  to  bow  his  head  in  shame  over  the  weak- 
ness of  government,  as  that  hour  which  saw  the  Adamson  Law 
put  through  Congress  at  the  intimidation  of  the  labor  unions. 

I  am  going  to  read  just  a  brief  analysis  of  the  law  because  I 
would  like  to  lay  it  before  you  in  the  least  phraseology  possible. 
It  provides  that :  "  the  operation  of  the  great  industries  af- 
fecting food,  clothing,  fuel  and  transportation,  is  impressed 
with  a  public  interest  and  subject  to  reasonable  regulation  by 
the  State. 

"  It  creates  a  strong,  dignified  tribunal,  vested  with  power, 
authority  and  jurisdiction  to  hear  and  determine  all  con- 
troversies which  may  arise  and  which  threaten  to  hinder,  delay 
or  suspend  the  operation  of  such  industries. 

"  It  declares  it  to  be  the  duty  of  all  persons,  firms,  cor- 
porations and  associations  engaged  in  such  industries,  to  oper- 
ate the  same  with  reasonable  continuity,  in  order  that  the 
people  of  that  State  may  be  supplied  at  all  times  with  the 
necessities  of  life." 

Before  we  passed  the  Kansas  law,  it  was  the  habit  of  the 
operators  to  run  the  Kansas  mines  during  the  summertime  on 
an  average  of  about  one  day  a  week.  It  was  more  convenient, 
possibly,  to  sell  coal  upon  a  market  that  was  a  little  short  of 
coal,  than  upon  a  market  that  had  a  surplus,  and  so  the  aver- 
age working  time  of  a  miner  in  that  soft  coal  district  during 
the  year  was  2 1 1  days.  Now,  under  the  Kansas  Law,  these 
mines  will  continue  operation  during  the  summertime  and  we 
will  begin  the  season  of  the  winter  with  a  coal  reserve  instead 
of  a  coal  famine. 

"  It  provides  that  in  cases  of  controversy  arising  between 
employers  and  employees,  or  between  diflferent  groups  or  crafts 
of  workers,  which  may  threaten  the  continuity  or  the  efficiency 
of  such  industries,  and  thus  the  production  or  transportation 
of  the  necessities  of  life,  or  which  may  produce  an  industrial 
strife  or  endanger  the  peaceful  operation  of  such  industries,  it 
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shall  be  the  duty  of  said  tribunal,  on  its  own  initiative,  or  on 
the  complaint  of  either  party,  or  on  the  complaint  of  the 
Attorney  General,  or  on  complaint  of  citizens,  to  investigate 
and  determine  the  controversy  and  to  make  an  order  prescri- 
bing rules  and  regulations,  the  hours  of  labor,  the  working 
conditions,  and  a  reasonable  minimum  wage,  which  will  there- 
after be  observed  in  the  conduct  of  said  industry  until  such  time 
as  the  parties  may  agree. 

"  Jt  provides  for  the  incorporation  of  unions  or  associations 
of  workers  recognizing  the  right  of  collective  bargaining  and 
giving  full  faith  and  credit  to  any  such  and  all  contracts  made 
in  the  pursuance  of  said  contracts." 

We  do  not  deny  to  any  man,  or  any  group  of  men,  the  right 
to  quit  work  (obviously  societ\'  could  not  do  that  and  should 
nt)t  do  that)  but  we  do  deny  to  any  man,  or  any  group  of 
men,  the  right  to  conspire  to  shorten  the  production  in  an 
essential  industry',  just  as  we  deny  the  right  of  any  operator  to 
dose  down  his  factory  for  the  purpose  of  affecting  wages  or 
the  price  of  his  product. 

"  It  provides  for  a  speedy  determination  of  the  validity*  of 
any  such  order  without  the  delay,  which  so  often  hampers  the 
administration  of  justice  in  ordinary'  cases ;  it  declares  it  un- 
lawful for  any  person,  firm  or  corporation  to  delay  or  suspend 
the  production  or  transportation  of  the  necessities  of  life,  except 
upon  application  and  order  of  said  court.  It  declares  it  to  be 
unlawful  for  any  person,  firm  or  corporation  to  discharge  or 
di.scriminate  again.st  any  employee.  It  makes  it  unlawful  for 
any  person,  firm  or  corporation  engaged  in  said  lines  of  in- 
dustry to  cease  operation  for  the  purpose  of  limiting  produc- 
tion, to  affect  prices,  or  to  avoid  any  of  the  provisions  of  this 
Act;  al.so  it  provides  a  means  by  which  proper  rules  and  regu- 
lations may  be  formulated  by  said  tribunal.  It  provides  for 
the  operation  of  such  industries  a«;  may  be  affected  by  changes 
in  the  season,  market  conditions,  or  other  rea.sons  inherent  in 
the  nature  of  the  business. 

"  It  declares  it  unlawful  for  any  person,  firm  or  corpor- 
ation, or  for  any  a^^sociation  <if  persons  to  violate  any  of  the 
provisions  of  this  Act,  or  to  conspire  or  federate  with  others 
to  intimidate  any  person,  firm  or  corporation  engaged  in  such 
industries,  with  the  intent  to  hinder,  delay  or  suspend  the 
operation  of  such  industries. 
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"  It  provides  penalties  by  fine  or  imprisonment,  or  both,  for 
persons,  firms  or  corporations,  or  associations  of  persons,  wil- 
fully violating  the  provisions  of  the  Act. 

"  It  makes  provisions  whereby  an  increase  of  wages  granted 
to  labor  shall  take  effect  as  of  the  dates  of  beginning  of  the 
investigation." 

Now,  by  such  means  and  through  such  legislation,  I  believe 
we  will  be  able  to  prevent  strikes,  lockouts  and  blacklists,  by 
making  them  unnecessar}'  and  impossible,  and  by  giving  labor 
as  well  as  capital  an  able  and  just  tribunal  in  which  to  litigate 
all  controversies,  to  insure  the  people  of  the  State  at  all  times 
an  adequate  supply  of  those  products  which  are  absolutely 
necessary  to  the  sustaining  of  life  of  civilized  peoples.  That 
by  stabilizing  production  of  these  necessities,  we  will  also  to  a 
great  extent  stabilize  the  price  to  the  producer  as  well  as  to  the 
consumer.  That  we  will  insure  to  labor  steadier  employment, 
at  a  fairer  wage,  and  under  better  working  conditions.  That 
we  will  prevent  the  employers  from  having  losses,  as  well  as 
avoid  all  those  economic  wastes  which  attend  industrial 
disturbances.  That  we  will  make  the  law  respected,  and  will 
discourage  and  ultimately  abolish  intimidation  and  violence  as 
means  for  the  settlement  of  industrial  controversies. 

Those  are  the  essential  points  of  the  law.  In  the  last  three 
months  we  have  had  several  decisions  under  the  law ;  most  of 
them  have  been  in  favor  of  labor.  We  have  decided  a  half 
dozen  cases  in  the  mining  district,  which  might  have  been 
settled  many  months  ago,  but  no  effort  had  been  made  by  the 
leaders  of  either  side  to  determine  them.  Today  the  law  is 
growing  steadily  and  rapidly  in  the  favor  of  those  whom  its 
provisions  most  affect.  I  believe  that  we  have  found  the 
remedy.  I  do  not  believe  that  it  will  be  accepted  instanta- 
neously; it  will  take  time;  it  will  have  to  make  its  way,  but  so 
far  as  my  observation  goes,  it  is  the  only  remedy  that  any  one 
has  yet  discovered,  which  gives  paramount  consideration  to  the 
rights  of  the  public. 

The  basis  of  the  law  Is  in  the  inherent  rlgiit  of  the  state  to 
protect  itself  and  its  members  against  anything  that  is  pre- 
judicial to  the  common  welfare.  This  principle  has  been  rec- 
ognized for  more  than  20  centuries.  It  was  inscribed  upon 
one  of  the  Twelve  Tables  of  the  Roman  law:  Sa/us  populi 
suprema  lex. 
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Samuel  Gompers  recently  in  discussing  this  law,  said  that 
Kansas  was  on  the  blacklist;  that  labor  would  filter  out  of  the 
State  and  we  would  be  left  "  laborless."  I  do  not  believe  we 
are  going  to  lose  our  workers;  they  are  all  there  still.  Of 
course,  we  may  lose  some  radicals,  but  I  believe  that  for  every 
radical  that  leaves  Kansas,  two  conservatives  will  come  and 
we  will  build  there  a  new  type  of  industrial  civilization,  one 
which  guarantees  justice  all  the  time  under  sane  and  impartial 
pledge  of  humane  government. 
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GEORGE  E.  ROBERTS 

THE  level  of  prices  and  state  of  bank  credit  at  this  time 
command  serious  attention.  The  figures  for  each  are 
about  double  those  of  before  the  war.  The  increase  of 
bank  loans  is  related  to  the  rise  of  prices,  some  say  as  a  cause, 
and  some  say  as  an  effect. 

Undoubtedly  the  original  impulse  came  from  the  war.  The 
war  created  a  practically  unlimited  demand  for  labor  and  ma- 
terials. The  Government  let  contracts  right  and  left,  and  con- 
tractors went  into  the  markets  and  bid  against  each  other.  And 
the  demands  of  the  regular  industries  did  not  fall  off,  for  with 
the  enormous  disbursements  of  the  Government,  higher  wages 
and  a  full  state  of  employment,  there  was  more  trade  than  ever 
and  more  demand  on  the  industries.  The  banks,  as  a  matter 
of  patriotic  duty,  were  called  upon  to  lend  freely  for  the  pur- 
chase of  Liberty  Bonds  and  also  to  support  business. 

So  here  was  a  practically  unlimited  demand  for  labor  and 
materials,  backed  by  what  for  the  time  being  was  an  unlimited 
supply  of  credits,  or  purchasing  power,  and  brought  to  bear 
upon  a  limited  supply  of  labor  and  materials. 

The  object  was  to  increase  production,  and  so  long  as  there 
was  any  slack  in  the  industries  it  had  that  effect,  but  when  you 
have  every  man  busy  and  every  machine  running,  that  is  about 
all  you  can  do.  When  you  have  reached  that  point  about  the 
only  way  one  employer  can  increase  his  own  working  force  is 
by  hiring  labor  away  from  other  employers,  and  your  efforts 
to  drive  the  industrial  organization  still  harder  expend  them- 
selves for  the  most  part  in  driving  up  wages  and  prices.  In 
short,  we  have  created  and  used  purchasing  power  in  the 
form  of  credit  beyond  the  increase  in  productive  capacity,  and 
the  effect  has  been  to  depreciate  the  purchasing  power.  The 
only  way  to  eliminate  this  inflation  is  by  reversing  the  process, 
gradually  accumulating  actual  capital  to  take  the  place  of  the 
credit. 

If  the  inflation  had  taken  place  in  the  form  of  paper  cur- 
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rcncy,  issued  by  the  Treasurj-  in  direct  j)ayinent  of  war  ex- 
penses, probably  most  people  would  be  able  to  see  quite  clearly 
that  that  paj)er  should  be  |)aid  off  and  retired,  but  they  don't  see 
it  quite  so  clearly  when  the  credit  is  in  the  form  of  bank  loans 
to  customers.  Many  are  even  confused  to  the  extent  of  think- 
ing that  the  great  increase  of  bank  dejjosits  represents  new 
wealth  accumulated  during  the  war.  But  that  is  a  fallacv'. 
When  a  bank  lends  $10,000  and  gives  a  customer  credit  for  it 
in  his  account,  its  deposits  will  go  up  $10,000,  and  when  the 
credit  is  checked  out,  it  will  go  into  other  banks  and  it  will 
continue  to  circulate  as  purchasing  power,  and  have  the  .<;ame 
influence  upon  prices  as  money,  until  somebod\'  cliecks  against 
$10,000  of  actual  savings  to  extinguish  it. 

But  the  most  serious  feature  of  the  situation  is  that  we  did 
not  stop  the  process  of  inflation  at  the  end  of  the  War.  Our 
bank  loans  expanded  nearly  as  much  in  19 19  a.s  they  did  in 
191 8,  and  under  the  same  kind  of  pressure.  We  are  still 
trying  to  drive  the  industrial  machine  beyond  its  capacity. 
The  competition  of  employers  for  labor  and  materials  is  still 
going  on.  The  town  industries  are  bidding  against  each  other 
and  against  the  farms  for  labor  and  they  are  getting  it  away 
from  the  farms.  There  are  authentic  instances  of  town  in- 
dustries sending  agents  into  adjacent  farming  districts  to  re- 
cruit labor  from  the  farm  by  direct  solicitation  and  offers. 
This  is  like  pulling  stones  out  of  the  foundation  fo  build  the 
superstructure.  Official  reports  indicate  that  the  country  over 
there  is  12  per  cent  less  hired  labor  on  farms  than  a  year  agt>. 
There  are  37  per  cent  more  employees  in  the  automobile  in- 
dustry, 55  per  cent  more  in  the  clothing  industry,  1 1  per  cent 
more  in  the  paper  industry,  and  from  10  to  93  per  cent  more 
in  the  several  branches  of  the  textile  industry. 

Under  these  conditions  there  is  a  great  danger  that  a  further 
expansion  of  bank  credit  will  simply  finance  the  competitive 
struggle  and  carry  the  rising  price  nio\ement  .still  higher. 
Money  is  tight,  goods  are  scarce,  and  tiiere  is  pressure  on  ever>' 
bank  by  its  customers  for  credit  to  enable  them  to  go  into  the 
market  and  buy  the  amount  of  commodities  wliich  they  think 
the>'  can  sell,  and  their  competitors  are  wanting  to  borrow  for 
the  same  purpose. 

These  efforts  on  the  part  of  merchants  to  get  goods  which 
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they  say  their  trade  is  wanting,  and  of  manufacturers  to  hire 
labor  and  buy  materials  for  the  purpose  of  making  goods  for 
which  they  have  orders,  appear  on  the  face  of  things  to  repre- 
sent perfectly  legitimate  and  necessary  business,  supplying  the 
wants  of  the  people,  and  therefore  entitled  to  bank  credit.  The 
decepti\-e  thing  about  it  is  that  the  demand  for  goods  in  the 
aggregate  is  greater  than  can  be  supplied ;  it  exceeds  the  capa- 
city of  the  industries,  and  under  these  conditions  competition 
will  cdivry  prices  higher  and  higher  and  absorb  any  amount  of 
credit  that  may  be  granted.  It  is  the  war  situation  over  again  ; 
the  only  way  of  holding  down  prices  is  by  restricting  the  ex- 
pansion of  purchasing  power  in  the  form  of  credit. 

But  the  influences  for  inflation  are  not  all  on  the  side  of 
money  and  credit;  they  are  partly  on  the  side  of  production. 
Industry  is  disorganized  and  demoralized  in  Europe.  The 
supplies  of  food  and  raw  materials  which  in  times  past  have 
come  out  of  Russia  are  cut  off".  The  normal  amount  of  con- 
struction and  development  work  for  the  expansion  of  industry 
has  not  been  done  anywhere  in  the  last  six  years.  Moreover, 
the  productive  equipment  is  not  being  worked  as  eff'ectively  as 
before  the  War.  This  time  of  scarcit}'  has  been  chosen  as  a 
favorable  one  in  which  to  cut  down  the  time  of  operating  ma- 
chinery. The  highly  automatic  machinery  of  the  textile  in- 
dustry has  been  reduced  in  running  time  from  54  hours  per 
week  to  48,  and  a  strike  is  said  to  be  now  pending  to  compel  a 
further  reduction  to  44.  In  some  instances  higher  pay  has 
resulted  in  increased  irregularity  at  labor,  and  in  other  cases  the 
ease  wdth  which  new  employment  is  found  is  said  to  cause  lax- 
ness  and  inefficiency.  Perhaps  the  revulsion  from  the  War 
strain  is  responsible  for  an  involuntary  let-down  of  energ}^  I 
heard  the  Assistant  Director  of  the  United  States  Census 
Bureau  say  in  a  public  address  a  few  evenings  ago  that  the 
performance  of  the  Census  force  in  the  tabulation  of  returns 
now  coming  in  was  notably  below  the  former  experience  of  the 
Bureau,  and  that  the  employees  had  delegated  a  committee  to 
ask  that  the  minimum  requirement  heretofore  in  force  be 
reduced.  This  is  in  Government  offices,  with  seven  hours  of 
work  per  day. 

If  a  single  family,  situated  in  a  somewhat  independent  posi- 
tion, as  on  a  farm,  should  suddenly  meet  with  disastrous  losses, 
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sweeping  away  its  ready  capital,  crippling  its  working  equip- 
ment and  involving  it  heavily  in  debt,  that  family  would  know 
precisely  what  it  must  do  in  order  to  regain  a  prosperous 
state.  It  would  expect  to  work  harder  and  more  efficiently, 
live  more  economically,  produce  more  and  save  more,  until  it 
was  back  in  prosperous  condition  again.  The  same  principle 
holds  good  in  the  case  of  such  a  group  of  people  as  a  nation. 
There  is  a  shortage  of  capital  throughout  the  world,  due  to  the 
fact  that  enormous  sums  have  been  wasted  in  war.  It  is  im- 
possible that  such  expenditures  should  be  made  without  ill 
effects  reaching  all  classes  of  society,  and  everyone  who  under- 
stands the  situation  should  wish  to  alleviate  it  rather  than  to 
aggravate  it. 

It  seems  reasonable  as  a  proposition  standing  by  itself  that 
wages  should  increase  to  correspond  to  increases  in  the  cost  of 
living.  But  nothing  is  more  certain  than  that  a  general  ad- 
vance in  wages  can  not  compensate  for  a  shortage  of  goods. 
If  you  were  to  double  all  wages  in  the  United  States  tonight 
it  would  not  give  you  another  bushel  of  wheat,  or  pound  of 
sugar  or  yard  of  cloth.  It  would  simply  give  everybody  the 
means  with  which  to  compete  for  what  he  wants,  with  the  result 
that  prices  would  rise  to  absorb  the  additional  purchasing 
power.     The  only  remedy  for  a  scarcity  of  goods  is  more  goods. 

One  of  the  fundamental  reasons  for  the  inflation  is  that  there 
is  a  shortage  of  equipment  for  production  and  transportation. 
In  this  country  there  is  need  to  spend  billions  of  dollars  upon 
the  railroads.  The  railroad  situation  has  been  critical  for 
many  months.  The  farming  regions  of  the  Middle  West  have 
had  great  difficulty  in  moving  last  year's  crop;  and  country 
elevators  are  still  filled  with  grain ;  the  switch  tracks  of  the 
East  are  crowded  with  cars;  the  banks  both  east  and  west  are 
congested  with  loans  which  normal  exchanges  would  clear  up. 
Industry  in  all  parts  of  the  countr)-  is  embarrassed,  industrial 
costs  are  higher  and  the  cost  of  living  is  higher  because  the 
railway  facilities  are  inadequate.  We  need  to  spend  billions 
for  housebuilding  to  provide  shelter  to  our  people.  We  ought 
to  raise  billions  to  provide  credits  for  Europe,  to  enable  the 
peoples  of  Europe  to  purchase  in  this  country  the  equipment, 
materials  and  foodstuffs  which  they  are  needing  to  sustain  life 
and   to  make  them  self-supporting  again.      ,\    Pan-American 
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Conference  was  held  at  Washington  a  few  weeks  ago,  at- 
tended by  delegates  from  every  country  of  Latin-America,  and 
the  burden  of  their  message  was  a  plea  for  capital  for  the 
development  of  their  resources,  in  order  that  they  might  in- 
crease the  supply  of  foodstuffs  and  raw  materials  in  the  markets 
of  the  world. 

These  are  some  of  the  pressing  needs  for  capital,  for  the 
good  of  the  world.  Somebody  must  come  forward  and  supply 
it,  if  this  kind  of  work  is  to  go  on,  and  it  must  go  on  if 
social  progress  is  to  go  on.  The  gains  of  society  in  the  last 
hundred  years  have  come  mainly  by  improvements  in  industry, 
by  the  use  of  power  and  machinery,  and  the  gains  of  the  future 
must  be  won  in  the  same  way. 

This  problem  of  high  prices  leads  over  inevitably  into  the 
larger  controversy  of  the  time,  the  question  of  how  much  of 
current  production  should  be  reserved  as  capital  and  how  much 
should  be  consumed  as  we  go  along.  The  evidence  seems  to 
show  that  we  are  spending  too  much  upon  current  consumption 
and  not  reserving  enough  for  increasing  production. 

And  yet  there  are  many  good  people  who  think  we  have  ac- 
cumulated capital  too  rapidly  in  the  past,  that  in  the  division 
between  labor  and  capital,  labor  has  been  unjustly  treated,  and 
that  it  is  bound  to  have  a  larger  share  in  the  future.  But  how' 
does  anyone  know  that  the  condition  of  the  wage-earning  class 
would  be  better  today  if  more  had  been  distributed  in  wages 
and  less  had  been  used  for  the  development  of  industry  in  the 
past?  You  cannot  eat  your  cake  and  have  it,  too.  The  in- 
dustrial development  of  this  country  has  been  accomplished 
mainly  by  means  of  the  industrial  profits  of  the  past.  If  the 
profits  had  been  less,  the  development  would  have  been  less, 
the  productive  capacity  of  the  industries  would  be  less  than 
it  is,  and  the  evils  of  scarcity  and  high  prices  would  be  greater 
than  they  are. 

There  is  every  reason  to  believe  that  if  you  could  cut  all 
p-rofits  in  two  for  the  coming  year,  and  add  one-half  of  them 
to  wages,  the  effect  would  be  to  increase  the  demand  for  goods 
in  the  stores,  raise  the  prices  of  goods  still  higher,  and  reduce 
the  amount  of  capital  available  for  increasing  production.  And 
that  statement  is  not  a  reflection  upon  the  wage-earning  people, 
because  the  amount  of  increase  to  each  person  would  be  so 
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small  that  it  would  be  almost  inevitably  lost  to  productive  use. 
It  takes  a  lot  of  rest)Iution  to  sa\e  small  sums. 

The  truth  is  that  there  is  a  definite  relationship  between  the 
compensation  of  capital  and  the  compensation  of  labor,  deter- 
mined by  economic  law.  There  must  be  a  certain  amount 
of  new  capital  available  for  investment  in  oreler  to  keep  the 
industries  uj)  to  the  wants  of  the  j)opulation.  If  these  supplies 
are  not  forthcoming,  industry  will  fall  behind,  improvements 
will  not  be  made,  production  will  fall  behind,  prices  will  rise 
and  wages  in  the  long  run  and  on  the  average  will  decline 
in  purchasing  power,  because  wages  must  be  paid  out  of 
production. 

On  the  other  hand,  if  too  much  is  reserved  to  capital  and 
used  for  the  enlargement  of  industr)-  and  not  enough  dis- 
tributed broadly,  the  purchasing  power  of  the  people  will  not 
keep  up  and  you  will  have  a  period  of  depression  profitable  to 
nobody. 

At  this  time  there  is  a  shortage  of  capital.  We  see  the  Penn- 
sylvania Railroad  Company,  with  a  credit  that  is  above  ques- 
tion, borrowing  money  for  ten  years  at  7  per  cent.  This  is  be- 
cause the  sources  which  have  heretofore  supplied  cai)ital  for 
the  railroads  are  unable  to  do  so  as  formerly.  The  present 
owners  of  railroad  bonds  and  stocks  are  getting  no  higher 
returns  than  before  the  War.  They  are  paying  much  higher 
ta.xes  and  higher  expenses  out  of  their  incomes,  with  the  re- 
sult that  they  have  fewer  dollars  for  investment,  and  what 
they  invest  will  buy  less  than  one-half  as  much  in  the  way  of 
railroad  equipment  and  supplies  as  before. 

I  have  heard  it  said  that  an  investor  who  builds  a  hou.se  for 
rent  now  is  entitled  to  rentals  which  will  fairly  comjjensate 
him  upon  the  basis  of  present  costs,  but  that  the  owner  of  a 
house  built  before  the  War  is  entitled  to  comj)ensation  only 
upon  the  original  outlay.  Hut  if  the  return  which  the  latter 
receives  has  less  purchasing  power  than  before  the  War,  he 
will  have  less  savings  for  investment  and  the  savings  will  have 
le.ss  value  for  buikling  more  houses  than  before. 

It  is  a  common  mistake  to  think  of  capital  accumulations  as 
of  value  only  to  the  owners.  They  are  the  means  by  which 
society  is  carried  forward.  The  man  who  owns  no  property, 
and  who  spends  his  wages  as  fast  as  he  receives  them,  is  bene- 
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fited  by  the  capital  expenditures  that  have  doubled  the  average 
train-load  on  the  railroads  of  this  country  since  1900. 

New  capital  must  be  found  somewhere.  Where  is  it  coming 
from?  Will  it  come  from  wages?  Some  of  it,  no  doubt.  We 
hope  the  time  is  coming  when  the  wage-earners  will  supply  a 
large  part  of  the  capital  for  the  industries,  but  developments 
of  that  kind  come  by  a  process  of  growth  and  we  cannot  look 
for  immediate  relief  from  that  source.  The  bulk  of  the  capital 
for  the  development  of  the  industries  always  has  come  from  the 
industries  themselves,  and  the  larger  the  profits  the  faster  the 
development  has  been.  Amidst  all  this  denunciation  of  profi- 
teers, you  would  be  startled  if  I  should  say  that  the  profiteer 
was  the  hope  of  the  country.  And  I  am  not  going  to  give  him 
quite  so  sweeping  an  endorsement  as  that;  but  it  is  the  plain 
truth  that  the  rise  of  profits  under  these  conditions  represents 
the  natural  workings  of  the  economic  law  in  restoring  the 
equilibrium.  There  never  was  such  activity  in  the  develop- 
ment of  new  sugar  plantations  as  there  is  now  around  the 
Caribbean.  There  never  was  such  an  amount  of  new  capital 
going  into  cotton-goods  production  as  now.  The  new  projects 
for  mills  and  extensions  in  the  southern  states,  announced  in 
the  first  three  months  of  1920,  exceeded  in  estimated  cost 
and  in  weaving  and  spinning  capacity,  the  new  projects  for 
the  entire  year  1919.  The  makers  of  cotton-mill  machinery 
have  their  capacity  sold  up  for  the  next  two  years.  The  makers 
of  profits  are  reinvesting  them,  in  hopes  of  making  more  profits, 
and  in  all  haste  to  increase  their  production  before  prices  fall. 

There  is  only  one  way  to  prevent  people  from  bidding  against 
each  other,  or  to  prevent  prices  and  profits  from  rising,  in  time 
of  scarcity,  and  that  is  by  taking  possession  of  the  entire  supply 
and  making  an  apportionment  at  a  fixed  price.  That  was  neces- 
sary during  the  war  when  interest  was  centered  upon  one  im- 
mediate purpose,  but  it  is  impracticable  as  a  permanent  policy, 
and  it  does  nothing  to  correct  the  situation.  It  neither  stimu- 
lates production  nor  provides  new  capital,  and  rising  prices 
do  both. 

We  have  a  riot  of  spending  and  it  is  not  the  spending  of  a 
favored  few,  but  of  millions.  If  you,  the  public,  will  not  save, 
the  profiteer  will  save  for  you.  It  would  be  better  for  you  to 
save  for  yourself,  but  if  you  will  not  the  economic  law  resorts 

(8s) 


86  IS  FLAT  ION  AND  HIGH  PRICES 

to  him.  Vou  may  denounce  him,  but  if  he  is  a  producer  and 
using  his  profits  to  increase  production,  whether  the  process 
be  rapid  or  spread  over  a  longer  time,  he  is  doing  something 
that  must  be  somehow  accomplished  before  we  can  have  a 
return  to  normal  conditions. 
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J.  JOYCE  BRODERICK 
CJommercial  Ck)unsellor  of  British  Embassy 

THERE  is  no  more  important  problem  confronting  the 
statesmen  and  economists  of  the  world  today  than  that 
of  inflation  and  high  prices  which  you  are  met  here  to 
discuss.  Upon  its  successful  solution  must  depend  the  future 
peace  and  prosperity  of  all  the  nations  and  the  stability  of  those 
democratic  institutions  which  civilized  countries  have  built  up 
through  generations  of  struggle  and  the  defence  of  which,  at 
the  sacrifice  of  their  best  blood  and  treasure  in  the  late  war, 
has  resulted  in  the  creation  of  the  problem.  It  is  not  surprising 
therefore  that  this  learned  institution  should  invite  its  most 
distinguished  members  to  devote  their  energies  to  a  discovery 
of  the  roots  of  the  evil  and  to  determine  upon  the  best  means 
of  attacking  them.  His  Majesty's  Ambassador  fully  appreci- 
ates the  great  importance  to  the  whole  world  of  the  work  upon 
which  you  are  engaged.  He  much  regrets  his  inability  to  be 
present  at  this  gathering  and,  realizing  the  benefits  likely  to 
flow  from  common  counsel  on  a  difficulty  with  which  we  are 
all  equally  concerned,  he  has  asked  me  to  come  here  to  repre- 
sent him  and  to  make  a  short  statement  regarding  our  ex- 
perience in  Great  Britain. 

I  must  begin  by  confessing  to  you  that  my  recent  visit  to 
Great  Britain  was  too  short  to  enable  me  to  make  any  but  the 
most  superficial  study  of  conditions  prevailing  there  and  you 
must  not  expect  me  to  make  any  really  valuable  contribution 
to  this  discussion.  Moreover,  the  limited  time  at  my  disposal 
since  the  receipt  of  your  invitation  has  prevented  the  collection 
of  the  facts  and  figures,  the  official  reports,  the  expert  analyses 
and  other  materials  necessary  for  the  preparation  of  such  a 
paper  as  I  should  like  to  submit  to  you.  I  daresay,  however, 
that  a  short  account  of  the  views  of  more  competent  observers, 
including  those  in  official  authority,  on  some  aspects  of  the 
question  will  be  of  greater  use. 
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I  am  rclicxccl  from  making  a  critical  analysis  of  the  causes 
of  the  high  cost  of  living  by  the  existence  of  the  declaration 
issued  by  the  Supreme  Council  of  the  Peace  Conference  on  the 
8th  March  last.  For  this  declaration  the  British  authorities 
are  jointly  responsible  and  they  are  naturally  in  full  agree- 
ment with  the  conclusions  it  contains.  The  declaration  gives 
an  admirable  diagnosis  of  the  situation,  and  I  can  scarcely  do 
better  than  take  the  principal  causes  it  assigns  for  high  prices, 
reviewing  brief!}'  the  pt)siti()n  in  Great  Britain  under  each  head 
and  stating,  as  far  as  I  know  thein,  the  remedial  mejisures  there 
taken  or  contemplated. 

The  first  cause  given  is  decrease  of  production.  So  far  as 
industrial  production  for  commercial  purposes  is  concerned,  a 
considerable  decrease  was  naturally  brougiht  about  in  the 
United  Kingdom  by  the  mca.'^ures  taken  during  the  war  period 
to  bend  tlic  whole  energies  of  the  nation  to  the  successful  pros- 
ecution of  iiostilitics.  To  fill  the  gaps  in  the  firing  line  caused 
by  the  heavy  casualties  suffered  in  France,  to  j)rovide  soldiers 
for  active  service  in  Palestine,  (ircece  and  Mesopotamia,  to 
place  each  individual  at  some  work  contributing  directly  or 
indirectly  to  the  military  and  naval  cfTorts  of  the  nation,  all 
activit}'  not  absolutely  essential  had  to  be  eliminated.  This 
was  accomplished  by  draining  the  men  from  non-essential  in- 
dustries, curtailing  progressively  their  supplies  of  materials, 
diverting  or  decreasing  the  consumption  of  the  materials,  and 
transferring  the  men  either  to  active  military  service  or  to 
employment  in  essential  industries.  A{)art  from  Government 
arsenals,  dockyards  and  shell  factories,  there  were  in  the 
United  Kingdom  only  two  groujjs  of  industries  in  which  the 
number  of  men  employed  showed  an  increase  during  the  war 
period.  These  were  the  metal  industries  and  the  chemical 
industries,  the  output  of  which  during  the  war  years  was  en- 
tirely devoted  to  war  jnirposes  and,  for  the  most  part,  destruc- 
tively consumed.  In  every  other  line  of  industrial  and  com- 
mercial activity  the  man  power  was  drastically  curtailed.  Out 
of  a  total  male  working  jxtpulation  of  ten  and  a  half  millions 
nearly  fifty  jjer  cent  were  withdrawn  for  military  service.  In 
many  industries,  of  course,  female  labor  replaced  to  a  certain 
e.xtent  the  male  labor  which  had  been  withdrawn;  older  em- 
jjloyees  remained  at  work  be\ond  the  norma!  age  of  retirement ; 
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young  men  were  set  to  work  earlier  than  the  normal  working 
age,  and  men  who  had  never  worked  before,  and  who  were  un- 
fit for  active  military  duties,  joined  the  ranks  of  industrial 
labor.  In  those  ways  the  loss  of  productive  power  caused  by 
the  subtraction  of  the  young  able-bodied  male  workers  was 
partially  offset.  There  is  also,  perhaps,  a  slight  compensation 
in  the  increase  of  machinery  in  our  engineering  works  (made 
necessarv'  during  the  war  for  the  manufacture  of  munitions)  as 
well  as  in  textile  machinery,  both  still  usable  and  at  present 
being  used  for  peaceful  industrial  purposes.  It  is  probable, 
however,  that  the  advantages  accruing  from  this  increase  in 
machinery  were  more  than  balanced  by  the  rapid  deterioration 
of  existing  machinery  and  equipment  and  the  impossibility  of 
making  adequate  renewals. 

The  net  result  of  the  tremendous  disturbance  and  displace- 
ment of  industry  occasioned  by  the  war  has  been  a  general 
scarcity  of  goods  both  for  domestic  consumption  and  for  ex- 
port. The  most  serious  shortage  was  that  in  the  output  of 
coal,  an  adequate  and  regular  supply  of  which  is  so  vitally 
necessary'  to  the  efficiency  of  all  the  other  industries,  and 
which  plays  such  an  important  part  in  our  export  trade.  Our 
coal  production  which  stood  at  292,000,000  tons  in  1913,  fell 
considerably  short  of  that  figure  during  each  of  the  war  years, 
owing  to  the  withdrawal  of  over  half  a  million  miners  for 
military  service,  and  in  1919  the  output  was  still  nearly  60,- 
000,000  tons  short  of  the  pre-war  figures.  In  the  latter  year 
the  shortage  was  due  to  a  certain  extent  to  labor  disturbances, 
but  mainly  to  the  fact  that  during  the  war  period  the  easily 
won  coal  had  been  worked  and  the  difficult  seams  left.  There 
was  thus  an  enormous  amount  of  new  development  work  re- 
quired before  output  could  rise.  In  addition  there  was  a  gen- 
eral depreciation  of  the  plant  and  a  shortage  of  tubs,  that 
could  only  gradually  be  made  good. 

Responsible  persons  in  Great  Britain  are  and  have  long 
been  fully  alive  to  the  absolute  neces.sity  of  remedying  the 
general  scarcity  by  an  immediate  and  progressive  increase 
of  output.  The  first  condition  of  such  an  increase  was  the 
demobilization  of  the  armies  and  the  reabsorption  of  the  sol- 
diers into  industry.  The  British  Government  had  worked 
out  a  carefully  planned  scheme  of  demobilization  which  con- 
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templated  a  release  of  the  men  in  accordajice  with  their  pre- 
vious industrial  employment.  That  is  to  say,  those  men  who 
had  formerly  been  engaged  in  the  transport  and  the  so-called 
"  pivotal  "  industries  would  first  be  discharged  and  returned 
to  their  old  occu]>ations.  These  would  be  followed  by  men 
belonging  to  industries  directly  dependent  on  the  pivotal  in- 
dustries, and  so  on  until  tiie  p\'ramid  was  completed.  Had  it 
been  possible  to  put  this  scheme  fully  into  execution  the  whole 
demobilization  movement  would  have  proceeded  much  more 
easil}'  than  it  did,  since  the  men,  as  they  left  the  army,  would, 
in  the  great  majority  of  cases,  find  positions  ready  for  them 
to  take  up,  and  the  restoration  of  industry  to  a  normal  basis 
would  have  been  comparatively  rapid.  But,  unfortunately, 
it  was  found  that  great  discontent  would  probably  arise  if 
those  men  who  (by  reason  of  the  fact  that  they  had  been  en- 
gaged in  the  most  essential  occupations)  had  been  the  last  to 
be  put  into  active  service  were  also  the  first  to  be  relieved. 
It  was  also  found  that  an  exact  observance  of  the  demobiliza- 
tion plans  would  have  involved  an  awkward  dislocation  of 
units  in  positions  such  as  that  at  Constantinople  where  it  was 
necessary  to  maintain  them  at  full  strength.  Hence  the  scheme 
had  to  be  modified.  Demobilization  had  to  be  accomplished 
rather  in  accordance  with  military  than  with  industrial  con- 
siderations, and,  as  I  have  said,  the  return  of  industry  to  a 
normal  state  was  retarded.  Indeed,  for  a  time,  there  existed 
a  somewhat  alarming  percentage  of  unemployment.  Tha 
scheme  for  the  grant  of  a  full  policy  of  insurance  against  un- 
employment to  all  soldiers  and  munition  workers  which  had 
been  determined  upon  in  191 6  had  to  be  modified  and  ex- 
panded, and  the  Government  were  obliged  to  resort  to  un- 
employment "  doles  "  and  other  expedients,  the  economic 
viciousness  of  which  they  fully  realized.  The  choice  was  one 
between  two  evils,  and  they  chose  that  which  seemed  to  be  the 
lesser.  I  am  glad  t(^  say  that  these  difficulties  have  now  been 
entirely  surmounted.  It  is  estimated  that  at  the  date  of  the 
signing  of  the  armistice  we  had  5,000,000  men  serving  with 
the  colors.  The  demobilization  of  this  large  army  has  been 
eflfected.  Our  mi4itar}'  forces — and  I  should  like  to  call  your 
special  attention  to  this  —  our  military  forces  have  been  re- 
duced to  their  pre-war  strength,  to  be  recruited  as  in  the  past 
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on  a  system  of  voluntary  enlistment.  The  so-called  "  unem- 
ployment dole  "  has  been  abolished.  Unemployment  in  the 
United  Kingdom  is  now  as  low  as  ever  it  has  been  in  our  recent 
pre-war  history  and,  so  far  as  labor  force  is  concerned,  our 
industries  may  be  regarded  as  satisfactorily  provided. 

I  have  referred  already  to  our  coal  industry.  In  that  there 
is  considerable  leeway  still  to  be  made  up.  As  regards  the  re- 
mainder of  the  industries  you  will  be  interested  to  know  that 
in  those  industries  where  all  the  manufacturing  processes,  from 
the  raw  material  to  the  finished  article,  are  carried  on  in  the 
United  Kingdom — in  spite  of  the  dislocation  already  de- 
scribed— production  today  has  reached  and,  in  some  instances, 
exceeded  pre-war  levels.  It  is  true,  of  course,  that  inter- 
national division  of  labor  or  specialization  has  for  the  present 
broken  down.  There  are  many  lines  of  manufacture  in  which 
it  was  the  custom  to  have  the  less  difficult  processes  carried  out 
in  French,  German,  Russian  and  other  foreign  mills,  the  partly 
manufactured  materials  being  then  sent  to  British  factories 
to  be  turned  into  the  finished  article.  In  those  lines  conditions 
are  less  favorable,  as  the  foreign  mills  are  at  the  moment 
completely  eliminated  and  it  has  been  necessary  to  divert  the 
energies  of  many  highly  skilled  and,  as  compared  with  the 
Continent,  highly-paid  British  workmen  from  the  more  diffi- 
cult operations  to  which  they  were  normally  accustomed  to 
the  less  difficult  operations  previously  carried  on  abroad. 
One  result  of  this  must  necessarily  be  a  considerable  increase 
in  costs  in  such  lines,  but  the  retardation  of  output  is  not  too 
serious  and  I  understand  that  the  progress  already  made 
towards  normal  production  is  quite  appreciable. 

Some  idea  of  our  general  industrial  activity  may  be  gath- 
ered from  the  fact  that  the  railways  are  at  the  present  time 
collecting  and  distributing  from  ten  to  fifteen  per  cent,  and  in 
some  districts  thirty  per  cent,  more  goods,  measured  by  bulk, 
than  before  the  war. 

There  has  been  a  notable  increase  in  the  number  of  persons 
engaged  in  industrial  occupations.  When  the  last  detailed 
review  was  made  some  months  ago,  it  was  found  that  the  total 
number  employed  in  industries  amounted  to  300,000  more 
than  it  was  at  the  crest  of  employment  figures  in  pre-war 
times.     It  is  probable  that  the  next  survey  will  show  an  in- 
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crease  of  half  a  million.  Tliesc  additional  \V(jrk  people  have 
come  from  several  sources.  In  the  first  place  there  are  more 
female  industrial  wage-earners  than  ever  before.  Their  num- 
ber is  ct)ntributed  to,  but  not  balanced  by.  a  reduction  in  the 
number  engaged  in  domestic  service,  while  a  certain  proportion 
were  not  employed  at  all  under  pre-war  conditions.  They 
simply  lived  at  home.  The  increase  in  the  numbers  of  male 
workers  is  partly  accounted  for — and  this  applies  also  to  a 
slight  extent  to  the  women — ^by  the  fact  that  there  has  been 
a  six  years'  cessation  of  emigration.  It  is  difficult,  however, 
to  estimate  how  many  extra  men  were  made  available  for 
manufacturing  industry  owing  to  this  cause,  since  many  of  the 
emigrants  would  naturally  have  been  drawn  from  the  agricul- 
tural classes;  but  it  is  probably  not  far  wrong  to  say  that  the 
war  casualties  suffered  by  industrials  are  about  balanced  by 
recruits  to  industry'  from  men  who  would  othenvise  have  emi- 
grated. Though  this  circumstance  is  satisfactor\'  from  the 
point  of  view  of  Great  Britain  herself,  from  the  broader  Im- 
perial standpoint  it  means  that  the  weight  of  the  war  casualties 
has  been  practically  borne  by  the  Dominions. 

Time  permits  me  to  say  but  a  few  -words  regarding  the 
labor  situation  in  the  United  Kingdom.  We  have  lately, 
as  you  are  aware,  been  sailing  through  some  ver)-  tlifficult 
waters,  and  it  must  have  appeared  at  times,  at  all  events  to  the 
foreign  observer,  as  though  we  must  have  suffered  shipwreck; 
but  I  believe  we  have  .shot  the  raj)ids  successfully  and  the 
prospects  at  present  seem  to  point  to  smoother  waters  ahead. 
The  heads  of  the  large  unions  and  t)thcr  responsible  leaders 
of  labor  in  our  country  apjjcar  to  be  alive  to  the  necessity  of 
wise  statesmanship  on  their  jjart.  They  are  exerting  a  good 
influence  on  the  men  and  endeavoring  to  restrict  demands  with- 
in limits  which  are  legitimate. 

There  has  been  a  decrease  in  working  hours  covering  pretty 
well  the  whole  range  of  British  industrA-,  and  a  44  or  48-hour 
week  has  been  almost  universally  adopted.  This  decrease. 
howe\er,  has  had  much  less  effect  upon  [)roduction  than  was 
generally  anticipated.  There  arc  no  data  as  yet  available  to 
show  exactly  how  the  j)roduction  per  man  per  hour  will  be 
modified  as  a  con.sequence  ;  but  the  general  broad  result  suggests 
that  even  with  a  shorter  da\-  there  will  probably  be  as  much 
work  done  as  before. 
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The  main  effect  of  the  decrease  in  working  hours  hitherto 
observable  has  been  to  throw  a  heavy  strain  on  the  transport 
and  transit  facilities  of  the  country,  since  the  day's  work  is 
now  concentrated  within  narrower  time  limits  than  before. 
Siding  accommodation,  unloading  space,  port  equipment  such 
as  cranes,  transporters,  and  so  forth,  all  require  to  be  increased 
in  number  and  capacity.  Until  there  has  been  time  to  make 
these  improvements,  there  must  inevitably  be  some  congestion. 

As  regards  credit  and  currency,  the  figures  of  the  British 
position  are  already  available  to  you  from  the  manifesto  of 
the  Supreme  Council  and  from  other  authentic  sources.  I  need 
not  re-state  nor  examine  them  here.  The  British  authorities 
fully  recognize  the  necessity  of  getting  rid  of  inflation,  but 
they  also  recognize  that  sudden  deflation  could  only  produce 
chaos  and  disaster.  The  budget  introduced  by  the  Chancellor 
of  the  Exchequer  into  the  House  of  Commons  on  the  19th  April 
and  the  speech  made  by  Mr.  Chamberlain  on  that  occasion  set 
forth  very  clearly  the  Government's  attitude  and  proposals. 
A  very  drastic  scheme  of  taxation  is  proposed,  involving  heavy 
increases  in  direct  and  indirect  taxes,  and  a  special  committee 
is  at  present  in  session  to  advise  as  to  the  practicability  of  a 
special  tax  on  exceptional  wealth  accumulated  during  the  war. 
The  existing  revenue  shows  a  surplus  over  current  expenditure. 
Y'lity  million  pounds  of  the  national  debt  has  already  been 
paid  off  and  a  sinking  fund  is  established  to  provide  for  its 
further  reduction.  One  large  funding  loan  has  been  raised 
for  the  funding  of  the  floating  debt,  and  further  prospective 
operations  of  this  same  character  have  been  announced.  Gov- 
ernment expenditure  on  the  military  establishment  has  been 
drastically  cut  down.  As  I  said  before,  the  armies  have  al- 
ready been  reduced  to  a  pre-war  peace  footing  and  no  new 
construction  for  the  navy  is  at  present  to  be  undertaken. 

As  regards  the  foreign  exchanges,  it  is  felt  that  any  inter- 
ference would  do  more  harm  than  good  and  the  authorities  have 
no  intention  of  supporting  the  exchanges  by  direct  Government 
borrowing.  Their  feeling  is  that  the  exchanges  must  be  left 
to  right  themselves  by  the  ordinary  processes  of  trade.  Ef- 
forts are,  of  course,  being  made  to  encourage  British  manu- 
facturers and  shippers  to  increase  their  exports.  This  is  a 
matter  in  which  the  Government  has  no  power  to  compel.      It 
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can  only  exhort.  Normally  such  exhortation  would,  perhaps, 
be  unnecessary,  but  it  seems  to  be  needed  at  the  present  time 
owing  to  the  severe  competition  of  domestic  demand  for  the 
g»ods  that  usually  constitute  the  bulk  of  our  overseas  shipments. 
Many  of  our  manufacturers  have  themselves  perceived  the  de- 
sirability of  setting  aside  for  export  a  percentage  of  their  total 
output.  Our  foreign  shipments,  we  are  hoping,  will  increase 
considerably  in  volume  from  this  cause  and  we  look  forward  to 
a  continued  improvement  in  the  figures  of  the  monthly  balance. 
Before  concluding,  I  should,  perhaps,  say  a  word  or  two 
about  profiteering.  With  us,  as  here  and  everywhere,  there 
are  many  persons  drawing  profits  far  out  of  proportion  to  the 
value  of  the  services  they  render.  I  do  not  speak  of  profits 
which,  when  stated  in  terms  of  money  are  higher  than  those 
prevailing  before  the  war.  In  order  to  be  on  a  level  with 
pre-war  profits,  the  profits  now  drawn  should,  in  terms  of 
money,  be  about  two  and  one-half  times  what  they  were  in 
1 91 3  and  1914.  I  speak  of  profits  that  go  beyond  any  figure 
that  could  be  justified  by  the  decline  in  the  value  of  money — 
profits  extorted  from  the  general  scarcity  and  the  general  dis- 
tress. The  amount  of  profiteering  of  this  kind  which  goes  on 
is  apt  to  be,  and  is  commonly,  exaggerated.  People's  minds 
do  not  easily  make  the  necessary  distinction  between  increased 
money  profits  and  excessive  profits.  But  profiteers,  who  fully 
deserve  their  title,  do  exist  in  England.  They  are  sufficiently 
numerous  and  their  operations  are  sufficiently  extensive  to  stir 
up  labor  unrest.  It  has,  therefore,  been  necessary  to  devise 
measures  to  check  them.  For  this  purpose  a  law  known  as  the 
Profiteering  Act,  providing  penalties  of  fine  and  imprison- 
ment for  offenses  of  this  character,  has  been  passed.  Its  ad- 
ministration is  supervised  by  a  Central  Profiteering  Committee, 
with  sub-committees  established  in  London,  enquiring  into  costs 
of  production  and  sub-committees  handling  complaints  as  to 
excessive  prices.  In  addition,  there  arc,  throughout  the  prov- 
inces, local  sub-committees  dealing  with  prices.  These  com- 
mittees are  empowered  to  fix  a  price  on  any  individual  trans- 
action brought  to  their  attention  by  one  of  the  parties  to  it, 
and  relating  to  the  sales  of  any  article  included  in  a  schedule 
of  commodities  drawn  up  under  the  Act.  The  committees  also 
have  power  to  enquire  into  ca.'^es  of  alleged  profiteerir>g  and  to 
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bring  the  accused  before  a  Court  of  Summary  Jurisdiction 
where,  if  found  guilty  of  shameless  profiteering,  he  may  be 
sentenced  to  fine  or  imprisonment.  Up  to  the  present,  there 
have  been  no  instances  of  imprisonment  under  the  Act  but 
several  exemplary  fines  have  been  imposed.  The  adminis- 
tration of  the  Act  is  decentralized  and  democratic.  The  pro- 
vincial sub-committees  are  appointed  by  the  local  authorities 
— a  circumstance  which,  under  proper  safeguards  and  rights 
of  appeal,  gives  to  the  people  of  each  district  practical  control 
of  the  application  of  the  measure  and  the  power  to  use  it  as  an 
effectual  check  upon  profiteering,  if  that  evil  should  assume 
serious  proportions  in  their  midst. 

The  Board  of  Trade,  of  course,  has  power  to  fix  prices  all 
over  the  country,  but  they  have  hitherto  not  found  it  necessai-y 
to  resort  to  its  exercise. 

As  I  said  at  the  outset,  I  regret  that  I  have  not  had  time  or 
facilities  to  enter  upon  a  critical  analysis  of  the  various  steps 
we  have  taken  to  check  inflation  and  high  prices.  I  am  sure 
this  meeting  would  have  valued  such  an  analysis  much  more  than 
the  sketch  I  have  given,  but  I  trust  it  has  been  made  clear  that 
we  have  grappled  with  the  problem  and  that  our  Government 
and  people  will  bring  to  its  solution  the  same  determination 
which  guided  our  efforts  in  the  war.  We  realize  at  the  same 
time  that  the  problem  is  no  mere  national  problem  which  we 
can  hope  to  solve  single-handed.  We  shall  be  ready  and 
anxious  at  all  times  to  exchange  ideas  with  you,  to  place  at 
your  disposal  all  the  facts  of  our  experience,  to  consider  with 
the  greatest  care  any  schemes  that  may  occur  to  you  looking 
to  joint  efforts  and  we  expect  in  this  as  in  every  other  per- 
plexity to  derive  great  aid  from  your  counsels  and  example. 
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MAURICE  CASE  NAVE 

French  High  ronimissioncr  to  the  Uait<>il  Statt«8 

IXFLAl  ION  of  paper  circulation  in  France  lias  been  the 
object  of  much  discussion  abroad.  It  has  perhaps  never 
been  thoroughly  understood  because  it  has  so  many  side 
issues  with  which  foreigners  are  not  easily  acquainted.  I  shall 
endeavor  to  sum  up  this  question  as  completely  and  as  com- 
pendiously as  possible,  giving  you  only  facts  and  figures  taken 
from  official  publications  with  a  minimum  of  commentaries. 

The  Blink  of  France 

In  France,  paper  circulation  takes  the  form  of  notes  issued 
by  the  Bank  of  France  {Billets  de  la  Banque  de  France). 
The  Bank  of  France  is  a  private  institution  as  to  capital  and 
management  but  is  under  the  supervision  of  the  Government 
which  appoints  its  Governor  and  two  Deputy-Governors.  How- 
ever, 15  Directors,  called  ''Regents'  and"  3  Comptrollers,  called 
"  Censeurs  "  are  elected  by  the  200  largest  shareholders  in  a 
general  meeting. 

The  Bank  of  France  was  established  in  1800  by  Napoleon  to 
facilitate  commercial  relations  by  discounting  and  cashing 
bills  of  exchange  as  well  as  by  opening  current  accounts.  It 
is  the  only  institution  endowed  with  the  right  to  i.ssue  notes 
that  are  accepted  as  legal  tender  on  French  territory.  This 
i.ssuing  pri\ilege  was  granted  the  Bank  by  virtue  of  its  charter 
and  of  agreements  concluded  between  it  and  the  Government, 
which  secure  for  the  Government  the  following  advantages: 

1.  The  Bank  pays  a  tax  of  2','  on  the  circulation  of  its  notes. 

2.  The  l^ank  offers  the  services  of  iL^  584  branches  or 
agencies  without  charge,  in  all  operations  connected  with 
the  French  Treasury  (payment  of  Treasur}-  arrears  and 
interest  on  bonds,  cashing  drafts,  issuing  Government 
bonds  or  loans,  supj)lying  bullion,  etc.). 

3.  The  l^ank  credits  the  Go\crnment  with  three  quarters  of 
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its  profit  on  the  discount  of  commercial  paper,  when  the 
rate  of  discount  exceeds  5%- 

4.  The  Bank  credits  the  Government  with  the  value  of  non- 
repaid  notes  a  certain  length  of  time  after  that  type  of 
note  has  been  withdrawn  from  circulation.  Then  the 
Government  assumes  charge  of  repaying  the  old  notes. 

5.  The  Bank  makes  advances  to  the  Government  on  terms 
that  are  agreed  upon  with  the  Bank  and  that  are  then 
passed  by  a  law  of  Parliament. 

In  return  for  these  advantages  the  Government  gives  the 
Bank  its  support  under  critical  circumstances.  In  addition,  a 
law  can  be  passed  by  Parliament  by  virtue  of  which  acceptance 
of  the  notes  of  the  Bank  is  enforced  as  legal  tender  although 
the  right  to  demand  gold  for  such  notes  is  suspended.  This 
situation  is  what  is  called  in  France  "  cours  force."  "  Cours 
force  "  was  put  into  force  at  the  beginning  of  the  war,  by  a  law 
dated  August  5th,  19 14. 

Although  no  legal  provision  exists  on  the  subject  of  backing 
the  notes  of  the  Bank  of  France  by  a  fixed  amount  of  gold, 
these  notes  in  normal  times  were  backed  by  reserves  of  about 
30%  of  their  value  in  gold.  That  this  arrangement  was  ade- 
quate and  satisfactory  at  all  times  is  proven  by  the  fact  that 
during  the  most  critical  periods  of  French  history,  the  value 
of  these  notes  was  never  questioned. 

Amount  of  Paper  Circulation — Metallic  Reserves 

French  paper  circulation  which  in  normal  times  amounted 
to  about  6  billion  francs  has  greatly  increased  since  the  begin- 
ning of  the  war,  as  is  shown  by  the  following  table  which  gives 
the  total  amount  of  notes  in  circulation  until  1920. 

June,  1914    6  billion. 

December,  1914 10  "  100  million. 

June,  1915    12  "  200  " 

December,  1915   13  "  300  " 

June,  1916    .' 15  "  800  " 

December,  1916  16  "  600  " 

June,  1917    19  "  800  " 

December,  1917   22  "  700  " 

June,   1918   28  "  500  " 

December,  1918   30  "  200  " 

June,   1919    34  "  400  " 

December,  1919 37  "  200  " 
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According  to  the  last  statement  of  the  Bank  which  was  issued 
on  April  15th,  1920,  circulation  at  that  date  amounted  to  37 
billion  400  million  francs. 

Of  course,  it  is  impossible  to  expect  an  increase  in  gold 
reserve  that  would  be  proportionate  to  such  an  extreme  in- 
crease in  the  circulation  of  notes.  Nevertheless,  an  effort  has 
been  made  in  that  direction  and  the  reserve  of  the  Bank  of 
France  during  the  war  pa.ssed  from  4  billion  141  million  to 
5  billion  585  million  as  the  following  table  shows. 

.Inly  31st,  1914    4  billion  350  milliou 

Dec.  24th,  1917    5       "  350       "        200  thousand 

Dec.  24th,  19 IS   5       "  477       "        600        " 

Dec.  24th,  1919   5       "  578       "        500        " 

April  14.  1920   5       "  585       " 

The  total  of  the  entries  in  gold,  which  amounted  since  the 
beginning  of  the  war  to  2  billion  404  million  would  have 
increased  the  reserve  in  gold  to  6  billion  545  million  if  the 
necessity  of  paying  in  gold  in  foreign  countries  had  not  re- 
duced them  by  i  billion  67  million. 

If  we  stop  to  consider  that  this  increase  in  reserve  to<^)k 
place  during  the  war,  when  the  richest  part  of  France  was  in- 
vaded and  when  the  French  people,  with  their  usual  cautious- 
ness, were  decidedly  inclined  to  hide  their  gold,  it  must  be 
admitted  that  the  readiness  with  which  they  exchanged  their 
gold  against  notes  of  the  Bank  of  France  should  be  considered 
a  proof  of  their  patriotism  as  well  as  of  their  confidence  in  the 
soundness  of  the  Bank. 

(Causes  of  Inflation  in  Circulation — Adz'ances  of  the  Bank  to 
the  French  Government 

Inflation  in  French  paper  circulation  can  be  attributed  to 
various  causes.  It  is  attributable  chiefly  to  advances  made  by 
the  Bank  to  the  French  Government  of  the  following  amounts: 

December  31st,   1914  3  billion.  . .  .900  million 

Doceml^r  31f»t,  1915  5  billion 

December  31M,  1916  7  billion.  . .  .400  million 

December  3 l.st.  1917  12  billion 500        " 

December  31st,   1918  17  billion 100        " 

D«H!ember  3lFt,   1919  25  billion 500        " 

At  the  present  date,  according  to  a  statement  of  the  Bank 

(98) 


No.  I]  THE  FRENCH  SITUATION  99 

of  France  dated  April  15th,  1920,  these  advances  amount  to 
25  billion  300  million  francs. 

During  the  war,  these  advances  were  required  to  finance 
war  expenditures.  They  had  to  supply  the  difference  between 
expenses  and  the  income  yielded  on  one  hand  by  budgetary 
receipts,  and  on  the  other  by  the  proceeds  of  loans  issued  by 
the  Government  since  the  beginning  of  the  war. 

The  financial  policy  of  the  F"rench  Government  during  the 
war  has  been  subjected  to  severe  criticism.  The  Government 
has  been  accused  of  having  too  great  recourse  to  credit  and 
too  little  to  taxation.  In  France,  as  elsewhere,  winning  the  war 
was  the  sole  object  the  Government  had  to  have  in  view.  The 
main  factor  in  winning  the  war  was  the  maintenance  of  a  fight- 
ing spirit  among  the  soldiers  in  the  trenches  as  well  as  among 
the  people  at  home.  But  conditions  in  France  were  very 
different  from  conditions  in  other  countries.  The  richest  prov- 
inces of  France,  covering  one-sixth  of  the  total  area  of  the 
country,  were  invaded.  According  to  statistics,  out  of  a  total 
population  of  38  million,  8,392,000  men  were  mobilized.  With 
the  total  masculine  population  between  20  and  47  years  of  age 
amounting  to  9,336,000,  the  proportion  of  mobilized  men  was 
89.3%  which  is  far  above  the  proportion  anywhere  else.  This 
practically  limited  the  population  left  at  home  to  old  peopl,e, 
women  and  children  who  were  hardly  able  to  accomplish  the 
productive  work  necessary  to  pay  taxes. 

In  addition,  as  fortunes  are  extremely  divided  in  France, 
taxation,  to  be  really  productive,  has  to  reach  small  patrimonies, 
— that  means  people  with  small  means,  petty  merchants  and 
bourgeois,  clerks  and  Government  employees,  small  proprietors 
and  peasants. 

The  heads  of  these  families  were  absent  fighting  in  the 
trenches.  To  add  to  their  suflfering  by  imposing  a  heavy 
taxation  upon  them  would  have  had  a  dangerous  reaction 
among  the  soldiers  who  were  so  attached  to  their  families.  It 
was  a  risk  that  could  not  be  taken.  As  a  final  consideration, 
the  ranks  of  tax  collectors  were  so  depleted  by  mobilization 
that  collection  was  rendered  extremely  difficult  and  the  full 
assessment  could  not  be  collected.  Thus,  instead,  mediocre 
fortunes  were  asked  to  contribute  voluntarily  to  Government 
loans.     The  great  bulk  of  these  loans  were  taken  by  people  of 
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wealth,  private  and  public  banks,  manufacturers,  etc.  Taxation 
was  resorted  to  as  soon  as  peace  was  established.  It  will  be 
greatly  increased  in  this  year's  budget. 

Since  the  end  of  the  war,  from  the  31st  of  December,  191 8. 
up  to  December  31st,  1919,  circulation  has  increased  seven 
billion  francs.  A  priori,  this  figure  for  a  year  when  hostilities 
ended  seems  very  high.  We  must  bear  in  mind  that,  during 
the  period  in  question,  expenses  that  the  French  Treasury  had 
to  meet  were  tremendous.  First,  as  a  result  of  the  cessation 
of  hostilities,  the  help  that  had  been  extended  until  then  by 
foreign  countries  was  withdrawn  so  that  a  large  part  of  pay- 
ments abroad  had  to  be  secured  by  purchasing  exchange  on 
the  French  market.  Then  the  Treasury  had  to  liquidate 
numerous  war  contracts,  to  maintain  a  considerable  armed 
force  on  the  Rhine  as  well  as  in  remote  countries  of  the 
Levant  and  the  Far  East,  to  continue  allotments  to  families 
of  soldiers  until  the  end  of  the  year  and  to  pay  demobilization 
bonuses — the  salary  of  the  French  soldiers  having  been  a 
nominal  one  during  the  war. 

It  must  be  noted  that  in  reality  the  figure  of  7  billion  francs 
includes  the  redemption  of  German  marks  in  Alsace  Lorraine 
amounting  to  2  billion  francs  and  of  money  issued  by  the 
cities  and  townships  in  the  invaded  regions  equalling  about 
one  million  and  a  half  francs.  Consequently,  these  two  items 
reduce  the  amount  requested  from  the  bank  of  France  for 
Government  expenses  during  this  period  to  33/2  billion  francs. 
This  figure  is  more  than  one  billion  francs  less  than  that  for 
19 1 8.  The  difference  was  obtained  through  taxation  and 
loans  that  increased  about  30%. 

Since  January  1st,  1920,  there  has  been  no  increase  in  paper 
circulation.  The  variation  recorded  in  the  fortnightly  state- 
ments issued  by  the  Bank  originates  from  the  fact  that  pay- 
ments can  not  coincide  exactly  with  receipts.  This  commend- 
able result  has  been  brought  about  in  spite  of  the  cost  of  re- 
construction in  the  invaded  Departments,  which  comes  up  to 
I  billion  francs  per  month.  Budgetary'  resources  have  been 
developed  and  long  and  short  term  loans  have  been  placed 
directly  with  the  French  public. 
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Advances  to  Foreign  Countries 
Aside  from  advances  to  the  French  Government,  another 
cause  for  the  increase  of  paper  circulation  in  France  is  the 
advances  made  to  Allied  countries.  The  Bank  of  France  has 
made  advances  to  some  nations  by  discounting  French  Gov- 
ernment Treasury  Bonds  for  them.  These  advances  amount 
to  about  4  billion  francs. 

Commercial  Operations  of  the  Bank 
The  remainder  of  the  increase  in  paper  circulation  at  the 
present  moment  as  compared  with  circulation  before  the  war  is 
accounted  for  by  the  commercial  operations  of  the  Bank,  the 
discount  of  commercial  paper,  advances  on  securities,  etc. 

Discounting  commercial  paper  rose  considerably  at  the 
beginning  of  the  war  because  of  the  necessity  of  rediscounting 
commercial  paper  that  made  use  of  the  moratorium.  How- 
ever, until  the  end  of  19 19,  discounting  new  commercial  paper 
had  very  little  to  do  with  the  increase  in  circulation,  as  the 
new  bills  that  were  discounted  hardly  exceeded  the  pro- 
gressive reduction  in  bills  that  availed  themselves  of  the 
moratorium. 

The  recent  revival  in  business  has  evoked  additional  bills  to 
be  discounted  and  the  Bank  recently  raised  the  discount  rate 
from  5  to  6%  and  the  rate  of  advances  on  securities  from 
5  to  6^%,  in  order  to  indicate  the  necessity  of  a  policy  marked 
by  very  great  prudence. 

Reduction  in  the  Inflation  in  Circulation 
Before  studying  the  means  of  reducing  inflation  in  French 
circulation,  we  must  remember  that,  in  normal  times,  the  pro- 
portion of  money  circulation  in  France  was  always  larger  than 
in  England  or  the  United  States.  The  reason  for  this  lies  in 
the  fact  that  the  thrifty  Frenchman  of  the  lower  or  even  middle 
class  likes  to  keep  his  money  at  home.  As  he  has  no  bank 
account,  he  cannot  pay  his  bills  by  check.  Merchants  are  ac- 
customed to  payments  in  cash  and  do  not  make  any  effort  to 
change  the  habits  of  their  patrons.  This  habit  of  cash  pay- 
ments is  so  strong  that  even  among  the  Banks  the  institution 
of  clearing  houses  has  met  with  less  success  than  in  other 
countries.  In  19 19,  the  Paris  clearing  house  had  only  34  mem- 
bers representing  the  large  banking  institutions. 
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When  an  opportunit)-  for  investment  arises,  as  when  the 
French  Government  issues  a  loan,  money  comes  out  from  the 
drawers  of  investors.  One  may  conclude  from  these  facts, 
g^ven  the  spirit  of  thrift  among  the  French  people,  who  pile  up 
money  ready  for  investment,  that  inflation  in  paper  money  is 
not  so  dangerous  in  France  as  it  would  be  in  some  other  coun- 
tries where  money  is  spent  more  freely. 

Another  ver>-  important  factor  lies  in  the  fact  tliat  the 
people  retain  complete  confidence  in  the  notes  issued  by  the 
Bank  of  France.  This  is  due  to  the  excellent  management  of 
this  institution  which  has  gained  it  its  high  reputation.  For  one 
hundred  and  twenty  years,  the  Bank  of  France  has  shown  itself 
equal  to  any  emergency  or  difficulty.  Three  times  only,  du- 
ring this  long  period,  during  the  revolution  of  1848,  during 
the  war  of  1870  and  during  the  last  war,  did  the  Government 
have  to  resort  to  "  cours  force,"  which  I  explained  above. 
Every  French  citizen  joins  in  the  sentiment  expressed  in  1871 
when  the  National  Assembly  decreed  that  "  the  Bank  has 
deser\^ed  much  from  the  countr}-."  No  French  peasant  ques- 
tions the  fact  that  the  notes  of  the  Banque  de  France  are  as 
gx)od  as  gold  pieces.  Accordingly,  he  does  not  hesitate  to  pile 
tliem  up  as  if  they  were  "  Napoleons." 

Nevertheless,  the  French  Government  is  fully  aware  of  the 
danger  that  lies  in  inflation  in  circulation  and  has  formulated 
a  plan  to  overcome  the  diflficulty.  The  execution  of  this  plan 
has  already  begun. 

Of  course  any  plan  of  this  nature  can  be  successful  only  if 
the  total  expenses  of  the  Government  are  covered  by  budgetan,- 
receipts  and  the  a.ssistance  rendered  the  Government  by  national 
savings.  It  is  also  contingent  ujjon  having  these  two  categories 
of  resources  leave  a  surplus  over  governmental  expenses  per- 
mitting repayment  to  the  bank. 

New  taxes  have  already  been  figured  to  cover  and  balance 
the  ordinar}'  budget  that  applies  to  all  the  administrative  ex- 
penses of  the  Government  and  arrears  in  the  public  debt. 

As  for  special  expenses — which  include  the  reconstruction 
of  devastated  regions  as  well  as  pensions  to  soldiers  who  arc 
crippled  permanently,  and  to  the  widows  and  orphans  of  sol- 
diers killed  during  the  war,  the  Government  has  decided  to 
limit  them  to  such  an  extent  as  will  permit  the  French  Treas- 
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ury  to  pay  them  on  appealing  to  national  savings  without  hav- 
ing recourse  to  the  Bank  of  France. 

Disbursements  of  this  nature  are,  of  course,  to  be  taken  out 
later  from  the  indemnity  that  Germany  has  to  pay  France.  It 
is  a  matter  of  justice  to  have  Germany  pay  for  the  destruction 
she  has  wrought.  That  is  why  the  French  conception  is 
legitimate  that  it  is  of  primary  importance  to  have  the  Treaty 
of  Versailles  enforced. 

In  the  meantime  the  Government  took  action  by  itself  in 
establishing  "  Le  Credit  National,"  a  bank  which  was  created 
to  assist  the  reconstruction  of  devastated  France.  Its  capital 
of  100  million  francs  was  subscribed  without  difficulty  and  the 
institution  has  already  issued  a  loan  of  4  billion  francs  for 
reconstruction  purposes  to  the  French  people  with  very  success- 
ful results. 

Another  Bank,  "  La  Banque  Natianale  du  Commerce  Ex- 
terieiir"  (The  National  Bank  of  Foreign  Commerce)  was 
created  under  the  same  auspices  to  assist  French  exports. 

Banks  in  general  influence  paper  money  circulation  only 
when  they  open  credits  that  they  have  to  offer  for  discount  at 
the  Bank  of  France.  In  this  respect  French  Banks  have  main- 
tained their  traditional  reputation  for  cautiousness  during  the 
war.  Only  since  the  armistice  and  in  order  to  assist  the  revival 
of  business  have  they  allowed  their  debit  account  to  grow  and 
even  then  to  a  very  limited  extent. 

The  banks  have  helped  the  Government  in  its  endeavour  to 
induce  private  capital  to  cover  the  great  needs  of  commerce 
and  industry.  Their  appeal  has  been  heard  freely.  From  the 
day  the  armistice  was  declared  until  the  1st  of  April,  1920, 
13  billion  francs  in  issues  have  been  realized  towards  that  end. 

Inflation  in  circulation  is  due  to  a  certain  extent  to  extrav- 
agance in  purchases.  These  purchases  are  mostly  from  foreign 
countries  where  exchange  is  heavily  against  us  at  a  moment 
when  our  exporting  possibilities  are  decidedly  hampered  as  a 
result  of  the  havoc  of  the  war.  The  Government  has  taken 
radical  measures  to  lessen  this  evil,  by  forbidding  the  im- 
portation of  articles  of  luxury.  Purchases  from  foreign  lands 
are  thus  reduced  to  raw  materials  and  manufactured  articles  of 
prime  necessity  only. 

These  steps  are  onlv  preliminary.     They  were  necessary  to 
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permit  the  last  arrangement  which  was  made  between  the  Gov- 
ernment and  the  Bank  to  produce  results. 

By  tliis  agreement  which  forms  an  amortization  plan,  passed 
with  the  Bank  of  France  on  the  14th  of  April,  1920,  the 
French  Treasury  has  fixed  at  27  billion  the  maximum  of  ad- 
vances which  it  is  authorized  to  draw  from  the  Bank.  Thus, 
present  advances  which  amount  to  25  billion  300  million  leave 
a  margin  of  i  billion  700  million  to  safeguard  eventually 
against  monetary  disequilibrium  between  receipts  and  ex- 
penses that  might  happen  at  any  time  of  the  year.  But  it  is 
already  agreed  that  the  figure  of  27  billion  will  be  reduced  to 
24  billion  before  the  31st  of  December,  1920.  Moreover,  it  will 
be  further  reduced  by  at  least  2  billion  every  year. 

It  must  be  noted  that  this  figure  of  2  billion  constitutes  a 
minimum  and  may  be  exceeded.  Thus,  inflation  in  circulation 
could  be  reduced  to  its  pre-war  basis  in  a  maximum  of  12  years. 
This  seems  a  long  time  but  we  must  bear  in  mind  that  inflation 
such  as  the  present  must  be  dealt  with  very  carefully.  France 
needs  money  to  rebuild  herself,  money  to  develop  her  industry, 
money  to  develop  that  vast  and  rich  Colonial  Empire  which  is 
destined  to  play  the  part  in  her  reconstruction  now  that  your 
West  played  in  your  reconstruction  after  the  Civil  War.  She 
needs  money  to  pay  her  taxes.  Too  rapid  a  contraction  in  cur- 
rency would  certainly  lead  to  a  monetary  panic  which  must 
be  avoided  before  all. 

France  is  the  land  of  surprises.  It  is  not  a  land  of  panic. 
Panic  is  contrary  to  the  French  temperament.  We  exf>ect, 
knowing  our  own  temperament,  to  emerge  from  the  present 
crisis  slowly  but  surely.  Before  our  eyes,  we  have  the  great 
example  of  your  country.  After  your  great  Civil  War,  you 
faced  the  same  difficulties  that  now  confront  us.  You  over- 
came them  and  built  that  great  and  powerful  financial,  com- 
mercial and  industrial  empire  which  is  now  the  United  States. 
This  is  the  example  which  is  before  the  eyes  of  France  as  she 
turns  towards  her  financial,  commercial  and  industrial  re- 
construction. 
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INFLATION  AND  HIGH  PRICES:  THE  ITALIAN 
SITUATION 

B.   ATTOLICO 

Italian  Minister  Plenipotentiary  and  Commissioner  General 

for  Finance  and  Economic  Matters 

ALL  the  wars,  and  this  world  war  more  than  any  other, 
have  brought  about  a  tremendous  and  long  lasting 
rise  in  prices.  That  is  because  wars  cause  a  destruc- 
tion of  wealth,  and  belligerent  countries  face  the  excessive  ex- 
penditures which  war  entails  by  mortgaging  their  prospective 
resources.  Such  a  process  generally  happens  through  inflation 
of  circulation. 

Technically  speaking,  the  elements  of  inflation  are — the  ex- 
pansion of  paper  money,  the  expansion  of  bank  credits,  and  the 
rapidity  of  the  circulation  of  both.  Sufficient  data  are  avail- 
able to  measure  the  inflation  of  paper  money  in  all  the  most 
important  belligerent  countries,  and,  happily,  they  show  that 
Italy  is  not  in  the  forefront  with  regard  to  this  kind  of  inflation. 

No  sufficient  data  are  available  to  measure  the  inflation  of 
bank  credits.  Far  from  underestimating  the  technical  merits 
of  our  banking  system,  which  are  many,  I  should  judge  from 
the  general  state  of  our  economic  development  that  the  inflation 
of  credits  in  Italy  has  not  gone  as  far  as  in  other  countries. 

I  have,  on  the  other  hand,  reason  to  believe  that  rapidity  of 
circulation  must  have  been  greater  in  Italy  than  in  some  other 
countries.  This,  however,  may  be  a  good  sign,  particularly 
if  combined  with  other  signs  as,  for  instance,  the  relative  in- 
crease in  the  export  trade  which,  since  the  armistice,  has  been 
greater  even  than  in  the  case  of  England.  That  greater  rapid- 
ity may,  therefore,  be  an  index  of  greater  economic  and  com- 
mercial activity,  and  to  that  extent  ought  not  to  be  reckoned 
as  a  dangerous  element  in  the  situation. 

If,  however,  the  inflation  of  both  currency  and  bank  credits 
is  not  so  great  in  Italy  as  it  is  in  some  other  countries,  then 
prices  in  Italy  ought  not  to  be  as  high  as  they  now  are.     Addi- 
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tional  causes  must  therefore  exist  in  the  case  of  Italy,  besides 
inflation. 

Prices  in  Italy  had  to  grow  higher  than  in  other  coun- 
tries chiefly  because  no  other  countr>'  felt  more  than  Italy 
the  eflfect  of  the  displacement  of  the  world  markets  of  supply, 
and  the  consequent  higher  intrinsic  cost  of  commodities. 

The  case  of  wheat  and  other  cereals  is  a  good  illustration. 
We  used  to  receive  them  largely  from  Russia  and  Rumania. 
Instead  of  from  Russia  and  Rumania  we  had  to  draw  from 
Australia  and  Burma  and  the  British  Cape  Colonies.  What 
I  said  for  cereals  can  be  repeated  for  many  raw  materials  which 
we  used  to  receive  from  neighboring  countries  such  as  Austria, 
Germany,  Turkey,  etc.  The  consequences  of  such  great  dis- 
placement of  markets  still  weigh  on  Italy  almost  as  much  as  in 
time  of  war.  Italy  feels  more  than  any  other  country  the  in- 
creased cost  of  freight.  I  need  only  to  recall  the  case  of  coal 
freights,  for  which  we  paid  at  one  time  $26.50  per  ton,  and  we 
still  pay  something  like  $24  per  ton,  as  against  $3  per  ton  in 
pre-war  times. 

There  is  aLso  another  factor  in  respect  to  which  Italy  finds 
herself  at  a  particular  disadvantage,  and  that  is  reserve  stocks. 
During  the  war,  Europe  had  necessarily  to  consume  the  re- 
serves accumulated  during  long  years  of  production.  The  war 
has  more  or  less  wiped  out  all  margins  that  existed.  The  in- 
fluence of  this  is  fundamentally  felt  in  the  trend  of  prices. 
Stocks  constitute  one  of  the  most  efiicacious  means  for  stabilizing 
prices;  they  prevent  fluctuations  and  counteract  the  rise;  in  the 
absence  of  reserves  of  commodities,  prices  are  thrown  into  a 
state  of  fluctuation  and  an\-  kind  of  speculation  becomes  easier. 

Now,  if  all  the  above  is  true  with  reference  to  the  whole  of 
continental  Europe,  it  is  particularly  true  of  Italy.  The  im- 
portation of  raw  materials  during  the  war  has  been,  in  Italy, 
comparatively  less  than  in  other  Allied  countries.  I  am  not 
talking  only  of  coal  but  also  of  raw  materials  in  general.  That 
Italy  imported  proportionately  less  than  other  countries  was 
the  finding  of  the  first  statistical  statement  of  the  kind  that  the 
Allied  Maritime  Transport  Council  in  London  attempted  to 
issue  in  September,  191 8.  I  quote  from  the  document:  "... 
It  is  evident  from  the  above  table  that  in  respect  to  require- 
ments as  recently  agreed  upon  by  the  Programme  Committees, 
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the  Italian  programmes  are  in  general  farthest  from  fulfil- 
ment." 

This  was,  of  course,  due  to  the  greater  disadvantages  of 
Italy's  geographic  position  in  relation  to  markets  of  supply, 
to  the  submarine  warfare,  etc.,  etc.  In  spite  of  that,  I  am  sure 
a  more  equitable  proportion  would  have  been  established  in 
due  course  through  the  efforts  of  our  gallant  Allies,  only — 
and  should  I  say  fortunately — the  war  did  not  last  long  enough 
for  that! 

Peace,  therefore,  found  reserves  more  nearly  exhausted  in 
Italy  than  in  any  other  country,  and  prices  were  to  a  great 
extent  left  at  the  mercy  of  the  most  unmerciful  element:  the 
exchange. 

Exchange!  Italy's  rate  of  exchange  now  is  more  unfavor- 
able than  that  of  any  other  great  European  Ally.  The  reasons 
are  various.  Italy  is  essentially  an  importer  of  almost  all  raw 
materials.  We  must  import  raw  materials  and  in  higher  pro- 
portion than  any  other  continental  power.  Immediately  after 
the  armistice,  Italy  almost  ceased  to  import  on  credit.  With 
the  cessation  of  governmental  credits  only  one  form  of  in- 
terallied government  aid  remained  accessible  and  that  was  the 
allocation  on  credit  of  the  enormous  quantities  of  war  material, 
railway  equipment,  and  other  commodities  which,  particularly 
the  United  States,  had  accumulated  in  continental  Europe. 
We  did  not  participate  even  in  that  distribution.  We  had  to 
import  all  that  we  needed  and  we  paid  and  are  paying  for  it  in 
cash.  If  private  credits  have  not  been  abundant  with  any- 
body, private  credits  to  Italy  have  been  non-existent. 

The  most  important  reserv^oir  of  private  credits  just  now  is 
the  United  States.  Italy  is  almost  unknown  to  the  business 
men  of  America,  and  mutual  ignorance  is  not  conducive  to 
credit  relations;  while,  of  course,  Italian  interests  refuse  to 
pay  for  risks  the  basis  of  which  is  imperfect  knowledge  of 
conditions. 

The  above  circumstances  can  in  themselves  justify  the  lower 
Italian  exchange  as  compared  with  others,  and  this  without 
having  recourse  to  imaginar>'  unsettled  internal  conditions. 
Internal  conditions  in  Italy  are  sound.  Premier  Nitti  tele- 
graphed to  me  only  the  day  before  yesterday  that  "  Italy's 
situation  is  the  mo.st  solid  in  continental  Europe,"  and  that 
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"  pK)pular  spirit  is  more  serene  in  Italy  than  elsewhere."  We 
had  1070  strikes  during  the  first  six  months  of  1919 — only  627 
during  the  last  six  months.  The  very  day  of  the  reopening 
of  our  Parliament  last  December,  an  American  banker  was 
witnessing  the  scene  in  Rome.  Newspapers  on  this  side  had, 
only  the  day  before,  published  the  portrait  of  the  successor  of 
King  Emanuel.  That  American  banker  said  that  he  had  wit- 
nessed more  excitement  on  many  Sundays  in  Brooklyn  than 
he  did  that  day  in  Rome,  when  King  Victor  Emanuel  was  to 
abdicate;  and  King  Victor  Emanuel  was  never  more  cheered 
in  his  life  than  he  was  that  day. 

From  a  world  standpoint  never  have  the  so-called  moral 
elements  of  exchange  been  more  apparent  than  now.  The 
business  world  is  demoralized;  panics  are  apt  to  occur  at  any 
moment  due  to  exaggerated  rumors,  which,  in  the  case  of  Italy, 
are  liable  to  find  more  credit  than  in  the  case  of  other  coun- 
tries, on  account  of  the  greater  ignorance  regarding  her  affairs. 

Italy  and  America  have  been  up  to  now  living  so  far  away 
from  each  other  that  (incredible  as  it  seems)  there  is  not  a 
direct  service  of  information  between  her  and  the  United  States, 
news  about  Italy  reaching  this  country  ordinarily  from  Paris 
or  London. 

There  is  another  factor  in  the  situation  which  cannot  be  alto- 
gether disregarded.  An  Italian  business  man  was  recounting 
the  other  day,  as  one  of  the  financial  advantages  of  Italy,  the 
fact  that  we  had  not  in  this  country  any  private  debt  of  magni- 
tude, as  other  great  nations  have.  My  opinion  is  that  that  will 
be  an  advantage  in  the  end,  but,  just  now,  I  sincerely  wish  you 
had  your  "  feet  wet  "  with  Italy,  as  you  have  with  other  coun- 
tries. Our  financial  business  life  not  being  directly  interwoven 
with  yours  to  any  extent,  we  cannot  expect  any  particular 
solidarity  in  keeping  up  our  reputation  as  a  trustworthy  debtor. 

On  the  contrary-,  there  must  be  a  natural  tendency  of  business 
interests  to  press  in  quite  a  different  direction.  Italians  abroad 
are  very  good  and  patriotic  remitters  of  money  to  Italy.  Even 
the  small  Italian  banker  usually  accepts  remittances  which  he 
sends  by  mail,  covering  himself  at  proper  time  by  cable.  The 
more  the  lira  depreciates,  the  better  it  is  for  him. 

I  do  not  intend,  of  course,  to  over-estimate  the  effects  of  the 
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above ;  I  only  mention  it  in  order  to  show  that  far  from  having 
safeguards  and  protection,  we  operate  in  every  respect  under 
the  viost  adverse  circumstances. 

I  am  satisfied,  however,  that  the  present  acute  level  which  the 
Italian  exchange  has  reached,  is  absolutely  out  of  proportion 
to  the  financial  and  economic  stability  of  Italy.  Still  we 
bear  it.  In  spite  of  everything — many  of  our  cotton  mills  work 
sixteen  hours  per  day.  This  is  the  first  evidence  of  our 
financial  endurance. 

There  is  another  circumstance  I  wish  to  recall  while  speak- 
ing of  Italian  exchange.  As  you  know,  the  Levant  was  one 
of  our  best  customers  in  pre-war  times;  both  Austria  and 
Germany  being  among  our  greatest  competitors  then.  Now 
that  this  competition  has  almost  totally  disappeared,  the 
Levant  is  bound  to  become  every  day  a  more  distinctly  Italian 
market.  We  still  enjoy  there  some  of  the  prestige  of  our 
ancient  great  maritime  and  merchant  Republics.  No  other 
country  has  greater  opportunities  there  than  Italy;  no 
other  country  is  equipped  with  better  knowledge  of  the  habits 
and  commercial  customs ;  we,  therefore,  tend  naturally  to  com- 
mercial expansion  in  the  Levant.  But  just  now  this  requires 
extension  of  credits,  at  the  temporary  expense  of  our  exchange. 

Up  to  now,  I  have  more  or  less  dealt  with  causes.  What 
about  re7nedies  ? 

I  need  not  make  here  a  theoretical  expose  of  what  the 
remedies  might  be.  Very  little  could  be  added  to  what  has 
been  and  is  continually  being  said.  I  want,  however,  to  point 
out  what  we  are  actually  doing  and  what  are  the  signs  of  our 
economic  ''itality. 

The  conimercial  balance  is  improving  since  the  armistice  in 
the  most  encouraging  way.  I  have  already  stated  that  the 
relative  increase  of  our  exports  since  the  armistice,  has  been 
even  greater  than  in  England.  I  give  a  few  relative  figures. 
Taking  100  as  representing  the  average  monthly  exportation 
of  the  United  Kingdom,  France  and  Italy  for  the  year  191 3  : 

T7.  K.        France        Italy 

1913     Monthly  avera^ 100  100  100 

1919     Monthly  average 151.99         126.64        191.87  1 

1  January  to  November  incloflive. 
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The  ratio  between  imports  and  exports  is  also  most  promis- 
ing, as  shown  by  the  following  data: 

Exports  Imports 

1913     1         to         1.45 

1918    1         to         4.79 

1919  (l8t  sLx  montha)    1  to  4.92 

1919   (July-.\ugii.st)    1  to  2.67 

1919    (September-October)     1  to  2.08 

1919   (November-December)    1  to  2.10 

For  the  first  three  months  of  1920  I  will  be  content  to  say 
this:  While  the  imports  decreased  by  750  million  lire,  as 
compared  with  the  corresponding  months  of  the  previous  year, 
the  exports  augmented  by  almost  800  million  lire.  This  means 
a  rectification  of  our  commercial  balance  of  over  1.5  billion  lire 
in  three  months.  Should  this  continue  at  the  same  rate,  it 
would  mean  a  reduction  of  6  billion  in  the  year  1920. 

Official  statistics  just  published  in  Italy  show  the  activity'  of 
the  Italian  Joint  Stock  Companies  from  the  first  of  July,  1914, 
to  the  31st  of  December,  1919.  Since  1914,  Joint  Stock  Com- 
panies have  gradually  and  constantly  increased  from  5,517,- 
3^5)52  7  lire  to  over  twelve  billions. 

Our  budget  receipts  are  in  constant  increase : 

1913-1914     2,523,746,000  lire 

1918-1919     9,498,-^90,000    ' ' 

As  regards  the  current  fiscal  year  I  can  say  that  the  original 
estimate  of  our  receipts  has  been  for  the  first  nine  months  e.x- 
ceeded  by  l,822,(XX),000  lire.  Assuming  the  same  propor- 
tions for  the  last  three  months  up  to  July,  the  excess  ought  to 
reach  2,500,000,000  lire,  in  the  current  fiscal  year. 

We  are  cutting  expenses  most  heavily.  We  have  already 
abolished  four  departments  of  ministerial  rank. 

While  a  few  gay  people  indulge  in  attributing  to  Italy  im- 
perialistic designs,  we  have  demobilized  5,000,000  men,  that 
is  to  say  half  of  our  male  adult  population.  We  have  not 
now  under  the  colors  400,000  men,  and  we  are  going  ahead 
towards  a  further  reduction  to  150,000  men,  which  is  much 
less  than  we  had  in  pre-war  times,  when  our  territor\'  did  not 
include  Trento  and  Trieste. 

What  about  deflation  ?     We  have,   it  Ls  true,  a  bank  note 
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circulation  of  almost  sixteen  billion  lire  (December  31,  1919). 
If  you  add  to  that  the  state  note  circulation,  you  reach  an 
amount  of  almost  eighteen  billion  lire,  quite  a  substantial 
portion  of  this  being  due  however  to  the  redemption  of  the 
Austrian  circulation  in  the  liberated  provinces.  But  now, 
after  the  completion  of  the  new  internal  loan,  the  aggregate 
of  our  savings  in  the  various  deposit  institutions  in  the  King- 
dom, also  amounts  to  eighteen  billion  lire,  while  as  a  conse- 
quence of  the  internal  loan  paper  circulation  has  automatically 
been  reduced  to  12.5  billion  lire  (31  March,  1920). 

I  remember  having  telegraphed  to  Signor  Luzzatti,  the  new 
Minister  of  the  Treasury,  when  he  was  called  to  power,  asking 
what  he  intended  to  do  in  order  to  reduce  the  circulation. 
His  answer  was :  "  The  first  step  to  reduce  inflation  is  to  stop  it, 
and  I  have  done  it." 

But  not  only  has  the  Italian  Treasury  Minister  pledged  him- 
self not  to  print  any  new  paper  under  any  circumstances,  but 
he  has  also  promised  substantially  to  reduce  the  existing  paper, 
and  Signor  Luzzatti  is  the  man  who  has  seen  Italy  through  on 
many  occasions.  He  brought  about,  fifteen  years  ago,  the 
internal  conversion  of  all  our  national  consolidated  debt,  there- 
by bringing  the  lira  to  a  premium  on  all  foreign  currency. 

Decisions  on  the  subject  will  be  forthcoming  very  soon,  in 
conjunction  with  the  use  to  be  made  of  the  twenty  billion 
lire  which  the  internal  loan  in  Italy  has  produced.  No  other 
nation  which  has  been  called  upon  for  a  voluntary  loan  after 
the  declaration  of  peace,  has  given  as  great  a  proof  of  self- 
confidence.  The  extreme  limit  of  our  hopes  was  fifteen  billion 
lire;  it  has  been  greatly  exceeded,  and  while  three-fifths  of 
that  amount  represents  conversion  of  short-term  Treasury 
certificates  (which  is,  in  itself,  a  great  advantage  to  the  Treas- 
ury) two-fifths  represents  actual  cash. 

But  there  is  another  thing  of  which  we  are  still  more  proud. 
Italy  has  taken  the  lead  in  the  way  of  bold,  progressive,  far- 
reaching  fiscal  reforms.  I  do  not  intend  to  go  into  detail  on 
the  subject.  I  refer  you  to  the  special  pamphlet  I  have  al- 
ready published.  But  I  am  glad  to  take  this  oppor- 
tunity to  show  that  we  do  not  consider  what  we  have  already 
accomplished  as  the  pinnacle  of  our  efforts.  Some  further 
measures  have  been  adopted  only  last  week,  improving  upon 
and  most  efficiently  supplementing  the  pre-existing  ones : 

(III) 


I  1 2  IN  FLA  TION  AND  HIGH  PRICES  [Vol.  IX 

1.  We  had  already  adopted  in  December  an  extraordinary 
tax  on  capital  varying  from  five  to  twenty-five  per  cent,  pay- 
able over  a  period  of  thirty  years.  As  a  consequence  of  a 
decree  dated  the  22nd  of  April,  we  have  modified  this  tax  by 
raising  the  taxable  minimum,  but  at  the  same  time  more  than 
correspondingly  increasing  the  quota  of  taxation  for  the 
greater  fortunes.  More  than  this,  the  tax  is  going  to  be  paid, 
according  to  the  different  cases,  not  in  thirty  years,  as  pre- 
viously enacted,  but  in  a  period  varying  from  ten  to  twenty 
years. 

2.  Another  innovation  which  also  dates  April  22nd,  con- 
cerns war  profits.  Extra  war  profits  in  Italy  were  all  along 
subject  and  still  are  to  a  special  war  tax,  rated  progressively, 
from  twenty-four  to  sixty-six  per  cent.  This  tax,  being  gradu- 
ated according  to  the  scale  of  income,  represented  an  average 
levy  of  about  fifty  per  cent  on  the  total  extra  profit.  A  further 
levy  was  added  in  December,  by  a  tax  which  hits  increase  of 
capital  derived  from  the  war  (that  is,  the  aggregate  of  all 
extra  profits  drawn  during  the  war).  This  new  tribute  was 
rated  progressively,  and  was  imposed  on  all  such  balance  of 
war  profit,  on  a  graduated  increasing  scale,  at  a  rate  varying 
from  ten  to  sixty  per  cent.  On  the  22nd  of  April  we  decided 
further  to  increase  the  above  rate  by  bringing  the  maximum 
quota  of  taxation  from  sixty  per  cent  to  eighty  per  cent. 

3.  The  existing  system  of  taxation  on  land,  buildingps,  and 
private  incomes  has  been  replaced  since  December  last  by  a 
single  tax  on  normal  revenue,  on  a  flat  basis  corresponding 
more  or  less  to  the  pre-existing  taxes,  but  it  has  been  supple- 
mented by  a  complementary  tax  of  the  same  character  on  a  pro- 
gressive basis  ranging  from  one  to  twenty-five  per  cent.  No 
innovation  has  been  brought  to  this  by  the  more  recent  April 
reform. 

4.  Another  feature  of  the  December  reform  was  the  increase 
of  the  extraordinary'  tax  on  interest  and  dividends  from  bearer 
bonds.  Such  increase  has  now  been  augmented  and  brought 
by  the  decree  of  the  22nd  of  April  to  fifteen  per  cent.  On  the 
other  hand,  in  order  to  prevent  evasion  of  ta.xation,  which  is 
rather  easy  in  the  case  of  bearer  bonds  held  by  banking  cor- 
porations, we  have  subjected  all  such  corporations  to  the  regime 
of  registered  bonds. 
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5.  The  increase  and  development  of  taxes  on  government 
transactions  and  on  the  sale  of  goods,  particularly  those  classed 
as  luxuries,  stands  as  in  the  December  reform. 

No  other  country  has  gone  so  far  and  no  other  country  can 
claim  a  reform  more  drastic  and  more  fundamentally  demo- 
cratic at  the  same  time.      Further  reforms  are  still  under  way. 

Of  course,  it  is  not  possible  to  venture  any  precise  prediction 
of  the  immediate  results  of  all  the  above  measures  on  our 
budget.  Prior  to  the  new  ones  adopted  in  April,  the  Italian 
Minister  of  the  Treasury  estimated  that  they  ought  to  yield  an 
additional  two  billions  per  year,  and  that  therefore,  in  1922 
the  Italian  budget  ought  to  show  a  deficit  of  only  half  a 
billion  lire.  The  new  measures  of  April  22nd,  particularly  the 
one  that  reduces  the  period  for  payment  of  the  tax  on  capital 
from  30  to  20  years — and  in  some  cases  even  ten — ought  to 
wipe  out  that  deficit  altogether.  Some  new  expenses  may  of 
course  come  up  or  new  economies  be  realized.  But  the  data 
and  facts  available  at  the  moment  fully  warrant  the  expectation 
that  Italy  will  be  the  first  big  continental  country  in  Europe  to 
attain  the  balance  of  her  budget. 

Italy  looks  to  the  future  with  courage  and  determination. 
After  all,  Italy  is  the  youngest  European  country  and  also  the 
countr)'  in  continental  Europe  which  comes  out  of  the  war  with 
less  debt  per  capita  and  with  greater  wealth  of  thrifty  and 
intelligent  labor. 

The  "  learn  to  smile  policy  "  of  our  Prime  Minister,  Signor 
Nitti,  is  also  a  great  asset. 

In  some  previous  published  statements,^  I  have  demon- 
strated that  Italy's  economic  structure  makes  her  a  country 
naturally  adapted  to  peace  rather  than  to  war.  That  is  why 
we  had  to  suffer  more  than  any  other  big  Ally  from  the  war, 
and  why  we  are  still  suffering  more  than  many  others  from 
the  persistence  of  war  economy  in  the  world.  But  that  also 
shows  that  once  the  world  approaches  normal  again,  Italy's 
greater  suffering  will  be  repaid  with  quicker  recovery. 

1  See  the  Independent  for  Jan.  24,  1920;  alao  the  Magazine  of  Wall 
Street  for  April  3,  1920. 
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INFLATION  AS  A  WORLD  PROBLEM  AND  OUR 
RELATION  THERETO 

PAUL  M.    WARBURG 
Formerly  Member  Federal  Reserve  Board 

THERE  is  no  doubt  tliat  from  the  economist's  point  of 
view  our  topsy-turv}'  globe  looks  gravely  ill  just  now. 
Mr.  World  lies  prostrate,  and  the  doctors  at  his  bed- 
side are  putting  their  heads  together  in  anxious  consultation. 
A  Princeton  specialist  diagnoses  the  case  as  one  of  acute  in- 
flation. If  he  could  only  arrest  it  he  believes  he  could  save 
the  poor  man.  It  is  this  terrible  inflation,  he  contends,  that 
causes  Mr.  World's  high  index  temperature  and  disturbed  cir- 
culation and  that  makes  him  consume  so  much  and  produce  so 
little  of  essential  substances. 

"  No,"  replies  another  Professor,  "  he  is  so  inflated  only  be- 
cause we  cannot  cure  his  condition  of  under-production  and 
over-consumption." 

"  Nonsense  "  says  Dr.  Vandersnip,  "  you  have  doped  him  too 
much,  that's  what  causes  the  trouble.  Stop  using  artificial 
stimulants  and  drugs  and  he  will  come  through." 

"  How  could  he  have  survived  if  I  had  not  doped  him  "  says 
Mr.  Muchado,  the  surgeon,  "  and,  having  accustomed  him  to 
the  drugs,  how  could  I  withdraw  them  from  one  day  to 
another?  ". 

"Let  me  stabilize  him!" — urges  Prof.  Irving,  another 
specialist. — "  His  bloodpressure  is  unbalanced;  let  me  stabilize 
it;  that  would  cure  him  forever!  " 

Poor  Mr.  World  looks  at  his  doctors  and  feels  very  low — , 
he  does  not  believe  they  quite  understand  his  case. 

What  is  the  matter  with  Mr.  World  ? 

The  truth  is  that  he  has  just  passed  through  a  very  severe 
attack  of  his  old  trouble — war.  He  has  never  been  quite  free 
from  it.  Every  now  and  then  he  had  a  more  or  less  acute 
spell.  Rut  whenever  it  was  over  he  soon  forgot  all  about  it 
and,  instead  of  trying  to  mend  his  ways  and  find  a  permanent 
cure,  he  went  back  to  his  old  bad  habits.  This  last  attack, 
however,  was  so  grave  that  Mr.  World  has  made  up  his  mind 
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to  sign  a  pledge  that  he  will  thoroughly  reform  his  mode  of 
living — if  only  he  could  survive. 

Will  he  make  good  when  he  gets  well,  or  will  he  forget 
again?  Who  knows?  But  in  any  event  the  doctors  must  get 
him  back  on  his  feet  and  give  him  another  chance.  How  can 
they  do  it? 

Let  me  discuss  the  case  not  from  the  point  of  view  of  the 
learned  specialists,  but  from  that  of  the  plain  country  prac- 
titioner. 

In  the  life  and  death  struggle  of  war  sound  economic 
precepts  have  to  give  way  to  the  dictates  of  self-preservation. 
What  orderly  corporation  could  dare  to  issue  millions  of 
funded  obligations  for  the  purpose  of  covering  running  ex- 
penditures without  any  corresponding  addition  to  its  assets? 
But  Mr.  World  increased  his  obligations  by  more  than 
$200,000,000,000,  while  his  plant  and  operating  efficiency 
deteriorated  at  the  same  time.  These  loans  were  the  drugs, 
they  were  necessary  to  save  the  patient,  they  stimulated  his 
activities,  they  gave  him  a  feeling  of  strength  and  con- 
fidence— while,  as  a  matter  of  fact,  each  successive  loan,  like 
a  drug,  further  weakened  him  and  made  recuperation  so  much 
more  difficult. 

Can  there  be  any  doubt  that  from  the  day  of  the  armistice  it 
should  have  been  our  earnest  endeavor  as  fast  as  possible  to 
arrest  the  use  of  drugs,  not  only  on  the  part  of  ourselves  but 
also  on  the  part  of  our  friends,  and  even  our  one-time  enemies? 
But  so  thoroughly  was  the  world  "  doped  "  that  it  took  over  a 
year  from  the  date  of  the  armistice  for  peoples  to  begin  to 
recognize  that  they  were  living  on  a  fictitious  basis  of  pros- 
perity ;  that  by  continuing  to  incur  more  debts,  new  wealth 
could  not  possibly  be  created,  but  that  instead  by  increasing 
the  national  indebtedness  and  currencies  they  were  simply  de- 
preciating the  value  of  inve.stments  saved  in  the  past. 

The  historian  will  be  amused  to  register  the  utterly  im- 
practicable and  freakish  theories  and  plans  that,  from  time  to 
time,  were  propounded  when  our  generation  was  first  faced 
with  the  problems  of  price  inflation  and  depreciation  of  ex- 
changes. Today  we  smile  at  the  thought  that  men  who  con- 
sider themselves  leaders  in  economic  and  financial  questions 
should  seriously  have  entertained  the  view  that  prices  could 
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be  permanently  kept  down  b}'  price  fixing,  or  prosecutions,  and 
that  depreciation  of  exchanges  was  due  largely  to  Wall  Street 
manipulations;  that  exchanges  could  be  kept  at  par  simply 
by  organizing  a  national  institution  which  should  clear  all 
transactions  in   foreign  exchanges. 

Today  we  have  no  difficult^'  in  understanding  that  once  gold 
payments  are  suspended,  foreign  exchanges  largely  express 
the  differential  between  various  degrees  of  price  inflation  and 
money  depreciation  in  the  various  countries  affected,  and  the 
different  conditions  of  productivity  and  credit. 

We  have  no  difficulty,  furthermore,  in  fastening  in  our 
minds  the  conclusion  that  now  that  the  United  States  Govern- 
ment has  definitely,  as  we  hope,  adopted  a  policy  of  living 
within  its  income,  countries  that  persevere  in  covering  current 
deficiencies  by  piling  up  additional  indebtedness  cannot  expect 
to  be  able  to  arrest  the  fall  of  their  e.xchanges  in  our  markets, 
by  the  simple  process  of  incurring  new  foreign  loans. 

It  is  not  my  ambition  in  these  short  remarks  to  present  any 
new  views  concerning  the  causes  of  inflation,  which  are  gener- 
ally understood,  but  rather  to  dwell  for  a  moment  upon  the 
relative  position  of  sequence  and  importance  of  its  various 
stages  as  they  impress  the  country  doctor. 

When  war  is  declared  the  first  thing  that  happens  is  that 
the  government  post-haste  orders  all  the  things  immediately 
required  for  the  carr\nng  on  of  the  struggle.  (Simultaneously 
people  are  withdrawn  from  their  regular  occupations  and 
others  must  be  attracted  to  take  their  places).  The  chief  aim 
at  that  juncture  is  to  get  the  things  and  to  get  them  at  once, 
the  question  of  price  becomes  a  consideration  of  almost 
negligible  importance.  Moreover,  in  order  to  stimulate  pro- 
duction to  highest  efforts  and  beyond  its  normal  peace  capacity, 
attractive  prices  must  be  offered.  Large  prospective  profits,  in 
turn,  bring  about  a  competitive  demand  for  materials  and 
labor,  and  prices  are  thus  started  on  their  long  upward  flight. 

Government  war  expenditures  are  incurred  with  terrific 
speed  and,  as  prices  go  up,  expenditures  rise  in  a  constantly 
growing  measure.  War  funds  must  be  procured  at  once,  while 
(aside  from  the  dampening  influence  that  over-taxation  would 
exercise  on  the  war  spirit  of  a  country  and  on  its  eagerness 
to   increase  war   production)    it  takes   time  to   pass   laws,   to 
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devise  new  sources  of  revenues  and  to  organize  the  machinery 
with  which  to  collect  taxes.  Government  bonds  must,  there- 
fore, be  issued  and  once  the  beginning  is  made,  subsequent 
flotations  follow  in  ominously  quick  succession.^ 

Moreover,  high  profits  and  high  wages  produce  extravagance, 
and  no  matter  how  hard  any  government  may  try,  it  has  been 
shown  that  everywhere  government  issues  had  to  be  placed  in 
increasingly  larger  amounts  than  could  be  absorbed  by  the 
actual  savings  of  the  people. 

It  is  at  this  stage  only  that  banking  inflation  begins  to  be- 
come a  factor  of  far-reaching  importance.  As  long  as  the 
countries  maintain  their  gold  standards,  the  necessity  to  pre- 
serve the  power  of  commanding  gold,  or  the  fear  of  losing 
gold,  or  the  apprehension  that  banking  liabilities  are  expand- 
ing beyond  the  safe  limits  laid  down  by  laws  or  tradition,  act 
as   effective  brakes   against   over-expansion   in   banking   and 

1  Permit  me  to  interrupt  here  for  a  moment  in  order  to  answer  Professor 
Hollander  who  criticised  the  Government  this  morning  for  having  financed 
the  war  to  so  large  an  extent  by  the  sale  of  certificates  of  indebtedness.  To 
criticise  is  easy — is  a  French  saying.  I  happen  to  have  been  right  in  the 
midst  of  it  at  the  United  States  Treasury  when  we  entered  the  war.  De- 
mands for  money — hundreds  of  millions  a  week — were  immediate.  As  al- 
ready stated,  it  takes  time  to  raise  money  from  taxation ;  but  it  also  takes 
time  to  raise  it  from  funded  loans.  Months  pass  by  in  devising  plans,  get- 
ting the  necessary  authority  from  Congress  and  preparing  the  organization 
for  the  distribution  of  the  loan.  During  this  period  of  preparation  there  is 
no  other  way  than  to  raise  the  funds  required  through  sales  of  Treasury 
certificates.  By  the  time  the  issue  of  the  long-term  bonds  is  launched,  the 
amount  raised  on  certificates  has  grown  already  to  so  large  an  aggregate 
that  the  proceeds  of  the  long-term  bond  sale  hardly  suffice  to  pay  off  the 
certificates  and  keep  the  Government  going  for  more  than  a  very  short  time. 
Each  issue  of  Liberty  or  Victory  Loan  Bonds  had  to  be  larger  than  the 
available  savings  of  the  nation.  Each  issue  forced  the  country  to  pledge  its 
future  savings  and  left  a  constantly  growing  amount  of  unplaced  bonds. 
The  speed  with  which  funds  had  to  be  raised  for  the  purpose  of  financing 
our  Allies  and  ourselves,  was  such  that  it  was  practically  impossible  to  keep 
pace  with  the  expenditures  by  the  sale  of  funded  obligations  to  the  investor. 

I  cannot  follow  Professor  Hollander  when  he  claims  that  a  certificate  of 
indebtedness  in  itself  is  an  instrument  of  inflation  and  the  funded  debt  is 
not.  If  the  investor  buys  the  certificate  in  anticipation  of  the  long-term 
bond,  the  certificate  is  no  more  an  instrument  of  inflation  than  the  bond 
itself.  If  a  bank  buys  bonds  and  pledges  them  with  a  Federal  Reserve 
bank,  it  inflates  every  bit  as  much  as  if  it  had  taken  a  Treasury  certificate 
and  pledged  it.  It  is  not  the  instrument,  but  what  you  do  with  it  that  makes 
the  difference.      The  investment  market  being  congested,   Treasury   certifi- 
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thereby  on  over-speculation  and  excessive  rises  of  prices.  In 
nomial  times  now  evidence  of  wealth  is  produced  by  the 
addition  of  new  tangible  objects  to  the  country's  balance  sheet, 
less  what  was  consumed  in  the  course  of  their  production.  Ex- 
pressed in  unscientific  language,  this  is  what  would  generally 
constitute  the  annual  savings  of  a  nation.  To  the  extent  that 
in  normal  times  savings  do  not  catch  up  with  the  production 
of  new  objects,  bank  credit  temporarily  will  be  called  upon  to 
fill  the  gap.  But  as  long  as  a  gold  basis  is  adhered  to,  there  is 
a  distinct  limit  up  to  which  this  expansion  may  go,  when 
necessity  or  caution  "will  force  a  halt.  Banking  expansion 
normally  increases,  therefore,  in  a  definite  relation  to  actual 
savings — hothouse  growth  on  top  of  actual  savings  being 
limited  by  the  relation  to  gold  reserves  which  must  be  main- 
tained. In  times  of  war  these  boundary  lines  are  removed. 
The  steel  ring  that  before  held  tightly  in  its  grasp  the  bulging 
bale  is  now  converted  into  a  weak  rubber  band.  Investments 
and  deposits  do  not  grow  any  more  as  tangible  assets  of  value 
are  added  to  the  country's  resources,  but  they  ere  swelled  by 
government  obligations  issued  for  services  of  no  lasting  value, 
and  even  for  work  that  destroys  assets  instead  of  producing 
them.  Moreover,  the  rise  of  prices  naturally  increases  the 
loan  structure,  which  can  now  grow  without  let  or  hindrance, 
for  serious  consideration  is  no  longer  given  to  the  shrinking 
of  the  gold  reserve  and,  savings  being  unable  to  absorb  gov- 
ernment bonds  as  fast  as  they  are  issued,  reserve  balances 
are  created  and  currencies  are  issued  against  loans  on  govern- 
ment bonds,  or  as  in  some  countries,  against  direct  advances 
to  the  government.  As  long  as  reserve  balances  are  created 
and  circulation   is  issued  only  against  self-liquidating  paper, 

cates  had  to  be  placed  largely  with  banks,  and  often  with  a  view  to  being 
oarried  by  the  Federal  Reserve  banks.  That  meant  inflation,  no  doubt,  bnt 
no  other  way  was  open  to  pay  for  the  war. 

Whether  more  generous  rates  of  interest,  oflfered  by  the  Government  on 
ita  long  and  short  term  borrowing,  would  have  a.ssured  better  distribution, 
whether  it  would  have  saved  the  8ul>scribers  some  p.nrt  of  their  present 
losses,  whether  after  the  armistice  higher  interest  rates  should  have  been 
ooneedcd  more  rapidly  than  they  were — these  are  points  on  whieh  obt'ervcrs 
may  well  differ.  But  that  could  only  prove  whether  or  not  mistakes  were 
made  in  handling  the  machinery;  the  machinery  itself,  which  consisted  of 
taxation  and  long-term  bond  iasues,  with  intermediate  sales  of  certificates 
of  indebtedness,  was,  in  my  opinion,  the  beet  that  could  have  beeo  devised. 
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which  represents  things  in  course  of  production,  and  as  long 
as  this  process  is  kept  within  a  safe  relation  to  gold,  there  may- 
be more  or  less  acute  banking  expansion,  but  there  would  not 
be  any  cause  to  call  it  inflation.  It  is  when  bank  loans,  re- 
serve balances  or  circulation  are  being  created  against  things 
that  do  not  represent  any  tangible  value,  and  gold  reserves 
are  disregarded,  that  we  face  inflation  in  its  classic  form. 
Indeed,  with  us  that  inflation  took  place,  when  govern- 
ment securities  to  the  extent  of  approximately  one  and  a 
half  billions  became  the  basis  for  Federal  Reserve  bank 
loans,  even  though,  due  to  particularly  fortunate  circum- 
stances, we  were  able  to  preserve  a  remarkably  strong  gold 
protection.  (This  was  only  possible,  however,  because  at  the 
beginning  of  the  war  we  had  a  vast  gold  treasure  waste- 
fully  decentralized,  in  scattered  bank  reserves,  or  in  actual 
circulation,  and  because  we  were  able  to  concentrate  this  gold 
eff'ectively,  and  to  add  to  it  a  billion  dollars  which  came  to  us 
from  foreign  countries.)  It  is  of  the  utmost  importance  that 
we  realize  the  fundamental — though  in  protracted  wars  un- 
avoidable,— part  played  by  government  borrowing  in  causing 
inflation.  I  can  hardly  perceive  that  inflation  could  have 
taken  place  in  any  country  enjoying  a  modern  elastic  and 
well  administered  banking  system,  if  government  printing 
presses  could  have  been  prevented  from  doing  their  nefarious 
work. 

We  must  clearly  bear  in  mind  the  three  diff"erent  stages  in 
the  process  of  war  inflation :  first,  rising  prices  caused  by  the 
precipitate  demands  for  goods  by  the  government  and  ac- 
companied by  disorganized  production ;  second,  depreciation 
of  money  caused  by  the  process  of  rapidly  increasing  the 
national  debt  (in  form  of  bonds  or  currency)  in  advance  of  the 
country's  saving  power;  and  finally,  inordinate  bank  credit 
expansion,  degenerating  into  inflation  as  a  consequence  of  the 
dilution  of  reserve  money  and  circulation  through  direct  or 
indirect  government  loans.  It  is  true  that  as  bank-credit  in- 
flation progresses,  it,  in  turn,  becomes  an  active  factor  in 
depreciating  the  value  of  money  and  in  boosting  prices.  But, 
to  my  mind,  this  development  is  the  evil  counter-eff'ect  of  the 
other  two,  not,  as  some  economists  appear  to  tliink,  the  pri- 
mary cause. 
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You  may  ask:  why  lose  so  much  time  in  this  analysis  of 
causes  and  effects  ?  Because  tlie  word  inflation,  though  covering 
a  multitude  of  sins,  is  often  used  as  designating  one  disease,  and 
as  a  consequence,  there  are  many  that  seek  relief  in  one  single 
remed}',  while  it  is  all-important  to  grasp  it  as  firmly  as  pos- 
sible that  Mr.  World  is  not  suffering  from  any  one  particular 
sickness,  but  from  severed.  He  is  at  present  like  a  patient 
suffering  from  a  broken  leg,  a  toothache,  and  an  attack  of 
pneumonia.  The  three  things  combine  to  make  him  feel 
miserable,  but  each  ailment  must  have  a  separate  cure. 

Increase  of  government  indebtedness  must  be  arrested,  and 
national  budgets  must  be  balanced,  by  reduction  of  expendi- 
tures and  increase  of  revenues.  (Indeed,  wherever  possible, 
a  gradual  amiortization  of  government  loans  must  be  aspired 
after.) 

The  inordinate  demand  for  things  must  be  met  by  increased 
production  and  by  greater  moderation  in  the  extravagant  con- 
sumption of  goods. 

Banking  inflation  must  be  combated  by  an  earnest  attempt 
to  reestablish  and  preserve  the  healthy  check  placed  upon  us 
by  a  conscientious  observance  of  our  gold  obligations,  which 
implies  a  stricter  control  over  bank  loans  and  a  greater  effort 
to  liquidate  excessive  loans,  commercial  and  governmental,  by 
savings. 

The  world  as  a  whole  must  tighten  its  belt  if  there  is  to  be 
enough  for  all.  That  belt  is  a  strict  control  of  credit  without 
which  the  world  will  continue  to  gorge  itself  and  inflate. 

While  to  the  layman  rising  or  falling  gold  reserves  may  serve 
as  the  most  impressive  gauges  from  which  readily  to  judge  to 
what  extent  our  banking  situation  gains  or  loses  in  strength, 
as  a  more  reliable  standard  to  indicate  banking  expansion, 
and  its  effect  on  price  levels,  we  should  at  this  juncture  rather 
watch,  the  item  "  total  investments  "  in  the  Federal  Reserve 
statements.  We  might  be  forced  to  export  hundreds  of 
millions  of  gold,  seeing  our  gold  reserves  correspondingly  re- 
duced thereby,  and  still  be  justified  in  continuing  to  do  our 
business  without  disturbance  or  alarm;  our  general  position  of 
ovcrtowering  strength  remaining  unaffected,  due  to  the  large 
debts  the  world  owes  us  as  a  whole.  On  the  other  hand  we 
might  gain  several  hundred  milh'ons  of  gold,  which  would  in- 
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crease  our  gold  reserves,  but  we  should  not  be  inveigled  there- 
by into  establishing  lower  interest  rates  or  into  encouraging  a 
planless  increase  of  the  Federal  Reserve  banks  Item  of  "  total 
investments,"  which  would  involve  further  banking  and  price 
inflation.  Larger  gold  holdings  would  simply  indicate  that 
we  should  have  accumulated  greater  strength  for  the  possibility 
of  such  expansion  provided  that,  in  due  time,  it  could  be  based 
upon  the  natural  growth  and  the  solid  foundation  of  increased 
production  and  actual  savings.^     It  must  be  our  first  concern 

1  It  ia  obvious  that  this  paper  could  not  possibly  presume  to  give  an  ex- 
haustive or  scientific  survey  of  the  whole  problem.  I  am  dealing  with  the 
question  of  inflation  only  as  it  affects  modern  central  bank  countries.  In 
these,  a  loss  or  gain  of  gold  does  not  automatically  increase  or  decrease 
inflation.  The  potentiality  of  greater  expansion  or  contraction  is  increased 
in  each  case,  but  the  powers  and  the  discretion  of  those  in  charge  of  the 
system  play  an  important  role  in  determining  the  immediate  effect.  In  a 
primitive  country,  having  nothing  but  a  plain  gold  circulation  and  little  or 
no  deposit  banking,  an  influx  or  outgo  of  gold  might  have  an  immediate 
effect  on  prices.  Conditions  are  vastly  different  in  countries  vnth  elastic 
note  issues  and  immense  deposit  structures  (approximately  $42,000,000,000 
in  the  United  States)  where  the  basic  gold  dollars  (estimated  at  less  than 
three  billions)  form  only  a  very  small  amount  when  compared  with  the 
superimposed  pyramid  of  credit  dollars  (circulation,  deposits,  bills,  checks, 
etc.).  It  appears  extremely  doubtful  that  by  giving  a  smaller  or  larger 
gold  content  to  these  basic  dollars  as  far-reaching  results  could  actually  be 
obtained  in  the  direction  of  stabilizing  prices  as  are  expected  by  the  pro- 
ponents of  the  plan  of  stabilizing  the  doUar. 

They  claim  that  the  weakness  just  outlined  could  be  remedied  by  pursuing 
a  reserve  and  banking  policy  strictly  in  line  with  the  basic  gold  policy  as 
directed  by  index  numbers.  They  concede  that  in  case  of  extraordinary  fluc- 
tuations stabilization  would  break  down  as  soon  as  it  should  be  necessary  to 
suspend  gold  payments,  indeed  that  it  would  have  broken  down  during  the 
war  and  that  it  would  probably  precipitate  an  earlier  collapse  of  gold 
standards  in  future  cases  of  abnormal  strains.  I  believe  that  most  students 
of  the  plan  agreed  furthermore,  that  if  it  could  be  taken  up  at  all,  it  would 
have  to  be  on  international  lines.  In  that  case,  it  would  appear  most  im- 
probable, however,  that  even  in  the  c;use  of  minor  fluctuations  Central  banks 
could  carry  into  actual  effect  a  plan  likely  to  involve  a  simultaneous  demand 
for  additional  gold  on  the  part  of  .many  countries,  or,  failing  to  secure 
gold,  a  simultaneous  determined  effort  to  contract  outstanding  note  issues 
in  the  countries  affected.  That,  indeed,  is  the  very  thing  Central  banks 
would  probably  be  unable  to  bring  about  in  such  times.  To  illustrate,  let 
ns  suppose  that  England  and  we  had  stabilized  the  pound  sterling  and  the 
dollar  a  year  ago.  In  order  to  hold  prices  on  the  stabilized  level,  it  would 
liave  been  necessary  for  both  to  increase  their  gold  holdings,  and  having 
found  it  impossible  to  draw  gold  in  sufficient  quantities  from  the  rest  of  the 
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however  to  get  the  world  back  upon  a  basis  of  normal  pro- 
duction and  if  it  should  become  imperative  for  that  purpose 
temporarily  further  to  expand — then,  I  believe,  and  only  then, 
should  we  be  prepared  to  make  an  exception  to  this  rule  and 
permit  it.  When  an  engine  reaches  the  dead  point,  we  often 
have  to  reverse  it  in  order  to  get  the  train  started  in  the  right 
direction.  When  we  have  a  weak  customer,  who  owes  us  a 
great  deal  of  aioney,  we  sometimes  have  to  loan  him  more  in 
order  to  enable  him  to  get  over  his  difficulties  and  pay  us  back. 
In  other  words,  we  must  arrest  planless  inflation,  caused  by 
hysterical  competition  and  crazed  speculation  and  extravagance, 
and  husband  our  resources  so  that  we  may  use  them  cour- 
ageously when  we  know  for  certain  that  expansion  is  devoted 
to  purposes  that  ultimately  will  bring  a  cure;  that  it  is  a 
definite  means  towards  a  definite  essential  and  constructive 
end  which,  in  this  case  is  to  arrest  the  endless  rise  of  prices  and 
to  prepare  the  way  for  ultimate  deflation. 

It  is  important,  however,  to  recognize  that  inflation  will 
only  capitulate  if  a  concerted  attack  is  made  from  all  the  three 
sides  I  have  described.  Banking  contraction  alone  cannot  ef^ 
fectively  be  brought  to  bear  if  the  government  continues  to 

worhl,  they  ■would  have  had  to  attempt  a  reduction  of  their  curr-'ncios  .so  n- 
to  increase  the  percentage  of  the  gold  cover  to  a  degree  corresponding  to 
the  rise  in  index  numbers.  But  we  must  ask  ourselves  how  could  they  have 
succeeded  in  actually  reducing  their  outstanding  currencies t  Both  countries 
as  a  matter  of  fact  have  been  striving  for  that  result  and  failed.  Does  ar 
announcement  of  the  intention  to  .ntabilize  give  the  material  power  to  do  so 
to  any  larger  extent  than  our  present  wish  and  will  to  arrest  inflationt  By 
what  means  could  governments  be  expected  to  reduce  outstanding  curren- 
cies? The  answer  is:  by  raising  the  necessary  fnnds  through  increased 
taxation  and  by  cancelling  a  corresponding  amount  of  circulating  note>. 
But  does  the  will  to  stabilize  force  legislatures  or  enable  countries  to  raiso. 
or  submit  to,  additional  taxation  in  order  to  cover  their  deficiencies  any 
more  than  the  present  will  to  arrest  inflationt  We  doubt  it.  and  doubt  it 
very  wriously. 

Bearing  in  mind  that  the  stabilization  plan  does  not  promise  any  protec- 
tion against  the  fluctuations  caused  by  any  abnormal  stress;  bearing  in 
mind,  moreover,  that  if  carried  into  effect  it  would  involve  the  rescinding 
of  all  existing  sacred  pledges  to  pay  "in  gold  of  the  present  weight  and 
fineness,"  bearing  in  mind  furthermore  the  additional  difficulties  and 
doabtfl  I  have  just  outlined,  and  others  that  it  would  lead  too  far  here  to 
discuss,  I  l>elieve  very  strongly  that  the  practical  advantage's  to  be  gained 
do  not  outweigh  the  disturbances,  dangers  and  disappointments  that,  to  my 
mind,  would  follow  from  its  adoption. 
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increase  its  indebtedness  in  payment  of  current  deficiencies,  nor 
can  it  succeed  unless  production  is  increased.  By  attempting 
to  curb  loan  expansion  and  government  issues,  we  may  at  best 
prevent  a  further  rise  of  prices  but  we  cannot  hope  substan- 
tially to  reduce  prices  if,  in  addition,  we  do  not  manage  ma- 
terially to  increase  production ;  unless,  indeed,  consumption 
be  decreased  to  a  larger  extent  than  at  present  appears  possible. 

And  this  leads  us  to  another  very  obvious  conclusion,  which 
is  that,  with  labor  conditions  what  they  are  and  extravagance 
being  what  it  is,  it  is  foolish  to  expect  that  tlie  few  countries 
living  in  fairly  undisturbed  economic  and  social  conditions 
could  speed  up  their  lagging  production  to  a  degree  sufficient 
to  make  up  the  deficiency  caused  by  the  voluntary  or  enforced 
idleness  of  countries  involving  more  than  200,000,000  people 
in  Europe. 

The  world  before  the  war  had  become  one  closely  inter- 
related economic  unit.  The  products  of  the  mines  of  Chile 
and  Norway  had  become  as  important  components  of  European 
and  North  American  industrial  life,  as  Brazilian  coffee  and 
Chinese  tea  had  grown  to  be  integral  parts  of  our  diets,  and 
Manchester  or  Chemnitz  goods  had  become  necessaries  in  the 
lives  of  the  Chilean  and  Australian.  Two  countries,  geogra- 
phically remote  from  one  another,  might  face  ruin  or  starva- 
tion unless  they  could  exchange  foodstuffs  or  coal,  or  other 
goods  or  materials.  The  war,  and  the  social  upheaval  follow- 
ing in  its  wake,  have  brought  about  drastic  changes  in  the 
relative  positions  of  capital  and  labor.  The  latter,  in  the 
future,  will  insist  upon  a  larger  share  in  the  results  from  its 
work — and  will  claim  this  larger  share,  moreover,  for  a 
smaller  return  in  work. 

In  the  face  of  these  circumstances  is  not  the  inference  all 
the  more  inevitable  that  it  is  idle  for  us  to  assume  that  we  could 
get  the  world  back  into  a  condition  where  goods  seek  the 
market  more  than  the  market  seeks  the  goods,  in  other  words, 
that  we  may  come  to  see  an  era  of  receding  prices,  until  the 
entire  world  returns  to  a  fairly  normal  state  of  production  and 
interchange.  Until  that  is  done,  the  demand  for  goods  will 
dominate  the  situation ;  and  as  long  as  the  demand  for  goods 
reigns  supreme,  labor  will  have  the  whip  hand  both  as  to  wages, 
and  the  services  it  is  willing  to  render  at  any  price.    We  cannot 
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expect  to  get  control  over  wages  and  prices  (nor  can  construc- 
tive labor  master  its  own  difficulties)  until  the  world  as  a 
whole  puts  its  house  in  order  and  until  labor  in  Europe  com- 
petes again  with  labor  over  here. 

It  is  quite  evident  that  such  glaring  disparities  as  at  present 
exist  between  our  own  prosperity  and  the  acute  suffering  in 
some  parts  of  Europe  in  the  long  run  will  not  be  permitted  to 
prevail.  Unless  we  indulge  in  the  impossible  assumption  that 
peoples  can  be  caged  up,  so  that  they  may  perish  of  disease 
or  starvation  without  disturbing  their  neighbors,  we  must 
expect  that  by  sheer  force  of  necessity  these  hungry  and  desper- 
ate hordes  will  come  over  here  in  order  to  share  with  us  our 
own  plenty  and  opportunities.  Some  twenty  or  forty  millions 
of  additional  immigrants,  to  be  fed  and  clothed  by  us,  would 
quickly  solve  a  substantial  part  of  our  problem  of  placing  our 
excess  production.  Would  such  extreme  development,  how- 
ever, be  the  most  economical,  the  most  humane  and,  for  us, 
the  most  desirable  solution;  and,  if  it  is  not,  what  is  the 
alternative? 

Over  here  we  have  a  shortage  of  labor  and  an  over-supply 
of  raw  materials.  Over  there,  Europe  has  an  excess  of  labor 
and  a  shortage  of  raw  materials.  We  have  high  wages; 
Europe  has  lower  wages.  We  have  too  much  food;  Europe 
starves.  We  are  the  world's  creditor;  Europe  is  in  our  debt 
and  has  not  the  means  with  which  to  settle.  Is  not  the  logical 
solution  of  this  problem  that  our  capital  should  go  right  into 
the  countries  that  at  present  most  need  a  helping  hand? 
Instead  of  increasing  certain  plants  in  our  country  where  there 
is  a  shortage  of  labor  and  higher  prices  would  it  not  be  logical 
that  we  assist  in  putting  into  operation  similar  plants  in  coun- 
tries with  excess  labor  and  lower  prices,  where,  in  consequence 
of  the  unprecedented  depreciation  of  their  exchanges,  in 
some  cases  we  could  buy  factories  or  properties  at  a  fraction 
of  what  it  would  cost  to  reproduce  them  here?  Is  it  not 
obvious  that  by  furnishing  European  countries  with  raw 
materials  and  credits,  we  would  help  them  to  restart  their 
economic  life  and  place  them  in  a  position  where  they  can  pay 
their  just  debts  and  where,  in  the  long  run  they  can  work  their 
way  back  to  approximately  the  same  standard  of  living  they 
enjoyed  before  the  world  was  thrown  into  the  turmoil  of  war? 
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The  ways  in  which  this  could  best  be  done  would  differ 
according  to  the  varying  political,  social  and  economic  condi- 
tions of  the  countries  affected.  In  some  the  usual  methods  of 
granting  short-term  banking  credits  and  of  buying  securities, 
foreign  or  their  own,  may  still  be  applicable.  In  others,  where 
foreign  exchanges  are  subject  to  violent  fluctuations,  or  where 
the  local  currencies  have  become  so  depreciated  that  in  world 
markets  they  have  practically  lost  their  purchasing  power,  it 
might  be  indicated  to  combine  the  sale  on  credit  of  raw  ma- 
terials with  a  contract  for  the  sale  of  the  finished  articles,  into 
which  the  raw  materials  are  to  be  converted.  In  others  it 
may  prove  the  best  solution  to  buy  part  ownerships  in  exist- 
ing factories  or  plants. 

There  never  was  an  opportunity  for  an  undertaking  more 
tempting  from  the  economic  point  of  view  and  more  ap- 
pealing as  a  work  of  healing  the  wounds  that  a  crazed 
world  has  inflicted  upon  itself.  Governments  have  shown  that 
they  are  capable  to  direct,  and  that  they  can  unite  in  directing, 
the  work  of  destruction.  In  cooperative  work  of  reconstruc- 
tion, most  governments,  so  far,  have  shown  themselves  dismal 
failures.  The  bulk  of  that  work  (barring  relief  to  be  given  to 
peoples  facing  extirpation  or  decimation  by  starvation,  disease 
or  economic  ruin)  will  have  to  be  carried  on  not  by  the  gov- 
ernments, but  primarily,  as  it  would  seem,  by  the  direct  initia- 
tive of  the  peoples. 

One  could  fill  a  large  volume  in  discussing  the  question  of 
private  enterprise  vs.  government  operation.  It  has  well  been 
said  that  either  our  political  and  economic  problems  must  be- 
come smaller  or  our  leaders  must  become  bigger.  Tested  by 
billion  dollar  and  one  hundred  million  people  units,  the  human 
genius  and  capacity  of  the  present  generation  has  been  weighed 
and  found  wanting.  Speaking  by  and  large,  I  think,  there- 
fore, we  should  beware  of  drawing  any  government  into 
activities  it  could  in  fairness  avoid.  The  larger  the  govern- 
ment's scope  of  operations,  the  larger  must  be  the  number  of 
billions  it  must  raise.  Excessive  taxation  is  a  wasteful  and 
uneconomic  procedure,  because  it  continuously  withdraws  funds 
from  points  where  they  have  converged  for  productive  purposes 
and  at  once  scatters  them  again.  It  is  a  violent  and  haphazard 
process  of  distribution, — funds  often  being  taken  from  those 

(125) 


126  INFLATION  AND  HIGH  PRICES  [Vol.   IX 

that  produce  in  order  to  be  placed  in  the  hands  of  those  that 
waste — and  at  best  it  involves  a  long  continuous  and  costly 
interruption  of  the  flow  of  money  into  the  channels  of  pro- 
duction. Moreover,  whenever  the  government's  expenditure 
moves  ahead  of  the  country's  saving  power,  this  distribution 
takes  the  form  of  inflation. 

Inflation,  as  we  all  know,  is  the  crudest  and  unfairest  method 
of  taxation.  It  arbitrarily  decimates  entire  classes  of  the  most 
valuable  elements  of  our  population  and  blindly  enriches  others, 
amongst  wliom  are  those  who  gamble  and  profiteer  in  the  verj' 
things  the  world  most  urgently  requires.  The  heavier  a  coun- 
try's burden  of  expenditure  and  the  vaster  the  volume  of 
funds  it  must  collect  and  distribute,  the  more  drastically  does 
it  interfere  with  the  health)'  development  of  private  enter- 
prise and  the  nearer  does  it  draw  to  the  fatal  aby.ss  of  so- 
called  "  socialization  "  or  "  nationalization." 

Bearing  these  circumstances  in  mind,  one  cannot  but  follow 
with  genuine  alarm  the  impending  danger  of  seeing  the  gov- 
ernment committed  to  an  expenditure  of  more  than  $1,500,- 
000,000  involved  in  the  contemplated  soldiers'  bonus  legisla- 
tion. It  threatens  to  lead  to  the  alternative  of  overtaxation, 
or  increased  Treasury  borrowing  of  a  temporary  or  more  per- 
manent character.  In  one  form  or  another  it  would,  there- 
fore, lead  to  inflation  or  disturbance  and  delay  the  ultimate 
adjustment. 

In  closing  permit  me  to  sum  up  the  practitioner's  advice 
in  the  case,  as  follows  : 

We  must  fight  inflation  with  all  the  means  at  our  disposal : 

First  by  arresting  the  further  increase  of  government  in- 
debtedness and,  if  possible,  by  reducing  it; 

Second,  by  trying  to  call  a  halt  on  further  bank  credit  and 
note-issue  expansion,  destroying  thereby  the  atmosphere  of 
easy  money  and  paper  prosperity  that  makes  for  individual 
and  corporate  extravagance  and  fosters  discontent  amongst 
the  masses  and  renders  them  disinclined  to  give  their  full 
measure  of  work.  In  doing  this  we  must  boldly  tackle  the 
most  difficult  task  of  curbing  the  production  of  unessentials 
and  of  stimulating  the  production  of  essentials  ; 

And  finally,  we  must  fight  rising  prices  by  stimulating  essential 
production,  not  only  here  but  also  abroad,  which  means  that  we 
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must  furnish  Europe  with  the  materials  required  in  order  to 
rehabilitate  her  industries  so  that  once  more  she  may  become 
self-supporting.  As  far  as  this  involves  the  granting  of  further 
credits,  it  should  be  our  determined  purpose  to  provide  them 
from  our  savings;  if  we  are  incapable  or  too  irresponsible  to 
accomplish  this,  we  must  submit  to  paying  for  the  unsaved 
balance  by  inflation.  That  would  prove,  as  we  have  seen,  a 
wasteful  and  highly  regrettable  alternative,  but  it  is  easier  for 
us  to  bear  the  sacrifice  than  for  Europe.  Moreover,  by  curb- 
ing extravagance  it  is  in  our  own  hands  to  counteract  the  evil 
effect  of  such  loans.  Irrespective,  however,  of  the  moral  or 
humane  issues  involved,  from  the  purely  selfish  and  practical 
point  of  view,  we  know  that  unless  we  help  Europe  to  preserve 
her  industries  and  social  institutions,  we  may  not  ourselves  hope 
to  regain  control  over  prices  and  wages ;  and  social  unrest  and 
disorder  in  Europe  are  bound  to  throw  their  shadows  across 
the  Atlantic  and  the  Pacific, 

Further  inflation,  carefully  measured  and  applied,  may 
thus  become  a  painful  remedy  in  case  we  fail  to  master 
our  extravagance.  Obviously,  we  must  not  pemiit  the  dose 
to  be  made  one  single  grain  heavier  than  the  most  con- 
scientious study,  and  our  most  determined  efforts  to  avoid 
it  entirely,  may  warrant.  This  duty  of  carefully  restrict- 
ing to  the  minimum  this  measure  of  our  support  is  an  even 
graver  one  with  regard  to  its  recipients  than  with  respect  to 
its  givers.  For  European  countries  of  toda}^  are  staggering 
under  the  load  of  their  debts;  any  new  obligation  adds  further 
to  their  burden,  and  increases  the  difficulties  of  their  ultimate 
recovery.  Support  must,  therefore,  be  restricted  to  the 
minimum  that  would  remain  as  an  imperative  and  irreducible 
requirement  after  a  country  abandons  its  vicious  war  habit  of 
printing  notes  and  obligations  in  order  to  cover  current  de- 
ficiencies, and  after  it  arrests  the  flow  of  easy  money  and  credit 
that  encourage  extravagance.  For  no  good  purpose  could  be 
served  by  pouring  water  into  a  tank  without  a  bottom. 

Mr.  World  cannot  be  cured  by  fake  patent  medicines,  but 
only  by  sound  habits  of  hard  work  and  thrift.  Moreover,  Mr. 
World  must  remain  conscious  of  the  fact  that  his  body  has  many 
component  parts,  all  of  which  must  be  brought  to  their  normal 
functions  before  once  more  he  will  feel  truly  comfortable  and 
happy. 
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Sir  Auckland  Geddes  expressed  this  thought  in  a  recent 
speech  when  he  said : 

Until  Europe  is  herself  again,  our  own  conditions  cannot  be  normal,  and 
the  problem  of  restoring  Europe  is  largely  bound  up  with  the  fate  of  Ger- 
majij,  Austria  and  Russia. 

Our  relation  to  Europe  as  a  whole  is  not  different  from  that  of 
England  to  the  Continent. 

In  other  words  in  solving  the  problem,  the  same  rules  apply 
to  us  all.  If,  in  order  to  help  Europe  to  return  to  a  basis  of 
order  and  increased  production,  we  are  to  tighten  our  own 
belt  and  save,  or,  failing  that,  to  bear  the  additional  burdens  of 
inflation,  Europe  herself  must  do  her  share  whole-heartedly 
in  bringing  about  that  result.  We  can  help  Europe  to  regain 
her  productive  powers  only  as  European  countries  help  one 
another  in  that  respect. 

With  that  great  force  and  straightforwardness  which  we 
have  learned  so  deeply  to  admire,  Signor  Nitti  said: 

War  and  peace  are  not  only  facts.  They  are  states  of  mind.  The 
trouble  with  the  world  to-day  is  that  it  is  still  in  a  war  state  of  mind.  It 
must  get  into  a  peace  state  of  mind.  The  war  is  over.  Let's  have  peace. 
Every  man  and  nation  must  produce  to  the  utmost.  Without  real  peace  the 
nations  cannot  produce. 

No  truer  words  have  been  said.  Even  though,  through  a 
pitiful  combination  of  circumstances  we,  of  all  nations,  are 
technically  still  at  war,  and  thereby  forced  to  stand  aside  at 
the  very  moment  when  we  should  be  leaders  in  the  front  rank, 
the  all-important  fact  remains  that  the  war  has  been  ended 
since  a  year  and  a  half,  and  that  reconstruction  and  peace  must 
at  last  become  an  actuality  amongst  the  nations.  Not  until  a 
clear  and  practicable  program  is  laid  down  for  Europe's  future 
economic  life,  and  not  until  our  own  relation  thereto  has  been 
definitely  established,  shall  we  reach  a  basis  on  which  America 
will  be  able  to  throw  herself  confidently  and  unreservedly  into 
the  task. 

Encouraging  progress  in  this  regard  appears  to  have  been 
made  at  San  Remo  during  the  last  week  and  it  is  to  be  hoped 
that  the  next  two  months  will  at  last  bring  a  definite  and  clear 
basis  for  a  world  at  peace.  No  more  auspicious  moment  could 
have  been  chosen  for  the  convening  of  an  International  Einan- 

(128) 


No.  i]  INFLATION  AS  A   WORLD  PROBLEM  1 29 

cial  Conference,  now  called  together  by  the  League  of  Nations 
for  the  end  of  May,  at  which  these  puzzling  economic  and 
financial  problems  are  to  be  discussed  by  experts  from  all  the 
countries  affected.  It  is  greatly  to  be  wished  that  the  United 
States,  officially  or  unofficially,  may  be  represented  at  this 
gathering.  A  full  and  frank  disclosure  of  prevailing  condi- 
tions in  lending  and  borrowing  countries  will  convey  to  all 
participants  the  much  needed  information  concerning  basic 
facts,  without  which  a  comprehensive  remedial  action  cannot 
be  confidently  undertaken.  It  will  acquaint  the  borrowing 
countries  with  the  limitations  of  possibilities,  and  the  difficul- 
ties, prevailing  in  lending  countries.  On  the  other  hand,  closer 
knowledge  of  progress  already  made  in  some  of  the  borrowing 
countries  would  instill  greater  confidence  on  the  part  of  the 
lender,  while,  in  other  cases,  it  would  impress  the  would-be 
borrower  with  the  necessity  of  taking  certain  measures  pre- 
requisite in  order  to  enable  the  lender  to  render  support.  My 
own  feeling  is  that  the  conference  will  find  that  requests  for 
direct  financial  relief  on  the  part  of  governments  will  form  a 
comparatively  unimportant  part  of  its  recommendations.  I 
believe  that  the  conference  is  likely  to  reach  the  conclusion 
that  the  main  role  of  governments  at  present  will  be, — to  use  a 
slang  expression, — to  remove  "  the  monkey-wrenches  that  have 
been  thrown  into  the  machinery."  It  is  uncertainty,  disor- 
ganization, and  obstruction  that  hurt  Europe  more  at  this  time 
than  lack  of  raw  materials  and  credits.  If  governments  will 
cooperate  in  eliminating  these  obstacles,  I  believe  that  most  of 
the  very  grave  difficulties,  now  existing,  and  still  to  be  met  as 
we  progress,  can  be  overcome  by  individual  effort  and  in- 
genuity. It  may  become  necessary,  for  that  purpose,  to  or- 
ganize private  enterprise  to  act  in  large  national  units,  and 
these  in  turn  may  have  to  group  themselves  internationally  for 
the  purpose  of  combined  cooperation ;  but  I  can  well  imagine 
that  all  of  this  can  be  brought  about  with  comparatively  little 
direct  financial  support  on  the  part  of  governments,  but  with 
their  unreserved  moral  backing  and  sympathy. 

I  should,  furthermore,  hope  that  our  representatives  would 
come  back  from  the  conference  with  a  message  inspiring  enough 
to  give  us  the  impulse — sadly  gone  to  pieces  since  the  Armistice 
— for  a  common  plan  of  action  in  finance  and  business.     Think 
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what  we  might  be  able  to  do  today  if  the  billions  absorbed  by 
speculative  and  unessential  enterprises  had  been  used  to  pay 
for  Liberty  Bonds  (which  in  some  years  from  now  will  prove 
to  have  been  a  better  speculation  at  present  prices  than  many 
stocks)  and  if  in  bank  portfi)lios  we  could  have  replaced  war 
paper  by  a  corresponding  amount  of  bankers'  acceptances.  But 
how  could  we  expect  to  free  half  a  billion  of  dollars,  with 
which  thus  to  finance  raw  materials  and  goods  moving  to  and 
from  all  parts  of  the  world,  if  million-dollar  crack-apartment- 
houses,  oil  speculations,  corners  in  motor  stocks,  and  the  like, 
are  permitted  indiscriminately  to  absorb  available  credits  and 
investment  funds,  even  though  the  loans  of  our  commercial 
banks  during  the  last  1 1  months  show  the  alarming  increase  of 
25  per  cent.  It  is  true  that  we  are  tired  of  governmental  regu- 
lation and  paternalism,  but  they  can  safely  be  avoided  in  pres- 
ent circumstances  only  if  voluntar>'  regulation  and  self-discipline 
will  assert  their  influences  in  combating  financial  anarchy. 
The  conference  could  not  fail  to  make  emphatic  recommenda- 
tions concerning  what  is  to  be  deemed  "  essential  "  and  "  un- 
essential "  for  the  general  good,  and  I  hope  that  their  findings 
may  arouse  us  over  here  to  common  action  in  that  respect. 

The  experts  would  probably  agree  on  the  further  conclusion 
that  the  case  before  them  is  so  complex  that  any  broad  rule 
adopted  will  have  to  be  applied  with  discretion,  taking  into 
careful  consideration  the  particular  conditions  of  each  coun- 
try. Furthermore,  they  may  be  relied  upon  to  be  in  accord 
upon  the  advisability  of  not  depriving  a  patient  of  his  crutches 
before  he  may  be  able  to  walk. 

When  once  the  problem  is  thoroughly  understood  in  all 
its  intricate  phases,  and  when  a  clear  and  practical  program  is 
adopted  assuring  the  old  world's  future  peace  and  prosperity, 
I  have  the  abiding  faith  that  America  will  do  her  duty  towards 
Europe  honorably  and  fully. 

From  aristocratic  ages  we  have  taken  over  the  old  beautiful 
.^laying:  Noblesse  oblige.  Translated  into  plain  democratic 
American  language  it  means  that  we  cannot  seclude  our- 
selves and  aspire  to  live  in  wealth  and  contentment,  while  the 
rest  of  the  world  sufTers  poverty,  starvation  and  distress.  If 
we  were  willing  to  accept  that  position,  wc  could  no  longer 
keep  our  heads  high  as  citizens  of  the  United  States  when  in  the 
future  we  gaze  into  the  eyes  of  our  fellow-men. 
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It  would  be  a  tragic  irony  of  fate  if  the  most  unselfish  and 
most  generous  effort  ever  made  by  a  nation  should  lead  to  such 
a  pass.  That  outcome  is  unthinkable.  No  matter  how  much 
It  present  we  falter  and  flounder,  that  ultimately  we  shall  rise 
to  the  standards  of  our  proud  traditions,  nobody  can  doubt  who 
knows  and  trusts  in  the  fair-mindedness  and  self-respect  of  the 
American  people, 
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DISCUSSION  OF  CONTRIBUIION  THE  UNIFED  STATES 

MAY  MAKE  TOWARD  IMPROVING  THE 

EUROPEAN  SirUATION 

I 

W.   S.    KIES 
Aldred  &  Co. 

Mr.  Chairmati.  Lcuiies  and  Gentlemen:  I  feel  that  it  is  presump- 
tuous in  me  to  attempt  in  a  few  moments  to  discuss  so  learned  a 
paper  as  the  one  you  have  just  heard.  Mr.  Warburg  stands  pre- 
eminent among  economists,  and  everything  he  says  is  always  listened 
to  with  appreciation  and  a  feeling  of  confidence  in  the  soundness  of 
his  ideas. 

Dr.  Warburg  is  the  highest  type  of  a  modern  practitioner.  He  is 
sane  in  his  prescriptions.  He  prescribes  plenty  of  fresh  air,  exercise 
and  a  good  healthy  diet,  but  I  am  afraid  he  may  not  be  entirely 
popular  these  days  if  he  does  not  include  just  a  bit  of  stimulant. 
For  the  condition  in  which  he  describes  his  patient  to  be,  stimulant, 
I  think  we  must  all  agree,  is  necessary. 

I  was  pleased  to  hear  him  .say  that  the  occasion  might  arise  where 
we  should  have  to  stand  more  inflation  in  order  to  do  our  duty  to 
Europe.  There  are  many  men  who  do  not  think  deeply  on  economic 
subjects  and  who  become  impatient  at  times  with  fundamental  eco- 
nomic principles  (and  we  meet  a  great  many  of  them  nowadays). 
These  men  say:  "  Why  can  not  this  country  with  its  250  billion  dol- 
lars of  wealth,  owning  40%  of  the  gold  supply  of  the  world,  estab- 
lish the  credits  that  are  needed  in  F^urope?  Why  do  we  hear  this 
continuous  talk  of  deflation  when  the  rest  of  the  world  is  inflated 
and  world  deflation  must  necessarily  extend  over  a  long  period  of 
years?" 

There  is  a  feeling  of  impatience  among  a  good  many  men  with 
whom  you  talk  about  the  policy  of  drastic  deflation  which  has  been 
adopted  in  this  country  where  we  have  suffered  so  slightly  from  the 
ills  of  the  war.  It  is  said  very  frequently:  "  Why  is  it  necessary  to 
keep  our  gold  reserves  at  40%?  What  is  a  reserve  for  if  it  is  not 
to  be  used  in  times  of  stress?  Why  do  we  liave  8  to  15%  call  money 
in  the  United  States,  and  I^ndon  reports  4  to  6%  ?  Why  do  we 
penalize  the  development  of  our  industries  these  days  by  these  high 
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money  rates  when  that  penalization  will  act  as  a  burden  on  these  in- 
dustries for  years  to  come?  Why  arbitrarily  attempt  to  depress  and 
restrain  industry." 

To  those  who  argue  along  this  line  I  recommend  a  very  careful 
study  of  Mr.  Warburg's  paper.  He  answers  these  questions  quite 
conclusively,  and  in  answering  them  stands  on  sound  economic 
groimd.  The  one  fundamental  thing  which  so  many  people  over- 
look is  that  credit  must  be  based  upon  wealth,  and  that  to  be  in  a 
position  to  grant  credits  to  Europe  we  must  produce,  save  and 
create  new  wealth  which  will  serve  as  a  basis  for  credit.  Where  we 
have  an  excess  of  raw  materials  without  the  labor,  then  sound  eco- 
nomics and  sound  business  require  that  where  the  labor  cannot  be 
brought  to  the  materials  the  materials  should  be  brought  to  the 
labor. 

Every  European  country  today  is  asking  for  credit.  We  may  look 
at  this  question  in  a  broad  international  spirit  from  a  world  view- 
point, or  we  may  look  at  it  purely  from  a  selfish  American  stand- 
point and  our  conclusions  must  be  the  same.  From  the  world  view 
the  sooner  these  countries  in  Europe  obtain  the  raw  material  and  the 
means  of  production  the  sooner  they  can  produce  and  add  to  the 
world's  wealth.  We  have  all  read  the  stories  of  suffering  in  Poland, 
and  of  the  new  nations  that  have  been  developed  out  of  Russian  and 
Austrian  territory.  We  have  had  vividly  pictured  for  us  the  con- 
ditions in  Germany  and  Austria,  but  somehow  we  do  not  seem  to  ap- 
preciate the  critical  nature  of  things  on  the  other  side.  We  know 
that  there  are  millions  of  our  fellowmen  willing  to  work,  but  with 
no  tools,  no  raw  material  a»d  nothing  with  which  to  work,  and  we 
know  that  as  a  result  of  the  lack  of  material  and  tools  they  are  sub- 
sisting on  starvation  rations,  and  each  day  their  condition  becomes 
more  hopeless  and  wretched,  and  yet  knowing  and  realizing  these 
awful  conditions  we  do  nothing. 

This  brings  the  problem  home  from  a  broad  humanitarian  stand- 
point. If  we  have  the  cotton  in  this  country  we  ought  to  find  some 
way  to  give  Europe  the  cotton  and  let  them  manufacture  it.  Our 
government,  however,  has  apparently  washed  its  hands  of  the  whole 
affair.  Our  politicians  in  Washington  debated  the  Treaty  for 
months,  and  nothing  constructive  resulted  from  that  method.  As  a 
nation  we  have  apparently  said  to  Europe,  "  This  government  cannot 
help  you,  you  must  look  for  assistance  to  the  bankers  of  the  United 
States,"  and  I  say  to  you,  ladies  and  gentlemen,  that  the  problem  is 
too  big  for  individual  bankers  to  handle,  no  matter  how  powerful  or 
how  able  they  may  be. 

(133) 


134 


INFLATION  AND  HIGH  PRICES  [Vol.  IX 


If  we  look  at  this  matter  from  a  purely  selfish  standpoint,  if  you 
will,  we  must  reach  the  same  conclusion,  that  some  scheme  of  grant- 
ing credit  must  be  worked  out  in  order  to  again  build  up  the  buying 
power  of  Europe  and  develop  and  maintain  permanent  markets  for 
the  excess  production  of  this  country. 

Statisticians  tell  us  that  before  the  war  the  United  States  had  an 
excess  manufacturing  capacity  of  30%  ;  in  other  words,  we  were 
capable  of  producing  30%  more  than  we  could  consimie  in  this 
country.  1913  saw  the  beginning  of  a  national  movement  in  aid  of 
the  policy  of  the  extension  of  our  foreign  trade.  A  foreign  trade 
council  was  formed  about  that  time,  and  as  a  result  of  the  pressxire 
of  American  manufacturers  Congress  provided  in  the  Federal  Re- 
serve Act  for  the  establishment  of  branches  of  American  banks 
abroad.  American  manufacturers  began  to  study  the  problem  of 
foreign  markets,  and  the  beginning  of  the  war  found  the  country 
organized  for  foreign  trade. 

During  the  war  our  industrial  capacity  has  still  further  increased. 
It  is  generally  estimated  that  this  increase  has  been  at  least  25%. 
At  the  present  time  production  in  this  country,  as  everywhere  in  the 
world,  has  not  kept  pace  with  the  demand,  but  the  demands  for 
goods  are  unusual  and  abnormal.  During  the  war  people  had  to 
deny  themselves  everything.  Production  in  all  lines  was  restricted, 
and  the  entire  industrial  activities  of  the  country  were  directed 
toward  producing  the  goods  that  were  needed  in  winning  the  war. 
When  the  lid  was  lifted  and  the  days  of  sacrifice  apparently  over 
every  one  again  began  to  purchase  what  he  wanted,  and  everybody 
wanted  everything  that  he  hadn't  had  for  two  years  and  wanted  it 
at  once.  The  result  has  been  that  there  were  two  or  three  purchasers 
for  everything,  and  the  holder  of  the  goods  was  able  to  exact  his 
own  prices. 

When  the  edge  of  this  insistent  demand  is  dulled  and  we  get  back 
to  a  more  normal  basis  where  our  production  will  exceed  the  nat- 
ural consumption  demands  of  the  country,  where  will  we  sell  our 
surplus  products?  Where  will  be  the  customers  with  buying  capac- 
ity? Our  greatest  market  before  the  war  was  Europe.  The  size 
and  permanence  of  a  market  depend  upon  its  buying  power.  People 
cannot  buy  unless  they  have  the  means  with  which  to  buy.  These 
means  result  from  the  saving  between  production  and  consumption. 
Unless  Europe  can  be  brought  back  on  a  producing  basis  so  as  to 
l>e  able  to  save  something  with  which  to  pay  for  goods  in  the  world's 
markets  Europe  as  a  market  will  be  without  buying  power,  and  we 
cannot  develop  any  substantial  trade  with  her. 
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Looking  at  the  matter,  therefore,  from  a  purely  selfish  standpoint, 
the  industrial  prosperity  of  the  United  States  depends  upon  re- 
building Europe  as  a  market  for  our  excess  products,  and  this  cannot 
be  done  unless  Europe  now  is  given  credit  in  the  shape  of  tools  and 
raw  materials  that  will  enable  her  to  get  back  to  a  producing  basis. 

Up  to  the  passage  of  the  Edge  Bill  we  had  no  machinery  in  this 
country  for  financing  our  foreign  trade  upon  a  permanent  basis. 
Our  system  of  banking  has  resulted  in  the  building  up  of  great  com- 
mercial banks,  but  these  banks  are  deposit  banks  obtaining  their 
working  capital  from  depositors.  As  the  great  mass  of  deposits  are 
payable  on  demand,  sound  fundamental  banking  principles  make  it 
necessary  that  these  banks  remain  liquid,  and  that  they  do  not  invest 
their  money  in  long-time  paper.  In  this  position  of  strained  credit 
conditions  every  accommodation  over  three  months  must  really  come 
in  the  class  of  long-time  paper.  In  other  words,  the  commercial 
banks  of  the  coimtry  deal  in  credits,  and  the  conditions  of  world 
trade  today  are  such  that  it  must  be  financed  by  capital  instead  of 
credit.  Capital  today  must  be  defined  to  mean  amy  accommodation 
over  six  months. 

Properly  to  finance  our  foreign  trade  we  need  to  build  up  in  this 
country  a  new  kind  of  bank,  one  that  will  obtain  its  working  capital 
from  the  investors  of  the  country  through  the  sale  of  its  obligations 
based  upon  credits  granted  abroad.  This  is  the  character  of  bank- 
ing institution  authorized  by  the  Edge  Bill.  To  be  more  specific,- 
the  Edge  Bill  provides  for  the  incorporation  imder  Federal  charter 
of  banking  associations  which  are  permitted  to  exercise  all  the  func- 
tions of  international  banks.  Their  operations  are  to  be  under  the 
supervision  of  the  Federal  Reserve  Board.  They  may  engage  in 
banking  operations  of  all  kinds,  but  are  obliged  to  restrict  these 
operations  to  international  business.  They  may  accept  deposits  in 
this  country  only  as  such  deposits  are  incidental  to  foreign  bxisiness. 
Subject  to  certain  restrictions,  they  may  accept  deposits  in  foreign 
countries  in  so  far  as  the  laws  of  these  countries  permit  them  to  do 
so.  They  may  establish  branches  in  all  parts  of  the  world,  and  may 
own  stock  in  foreign  banking  associations  or  foreign  banks  up  to  a 
certain  percentage  of  their  capital.  They  are  given  very  wide  lati- 
tude in  establishing  connections  abroad  for  the  development  of  for- 
eign business.  The  way  is  thus  left  broadly  open  for  cooperation 
with  foreign  banking  interests  in  any  particular  country  or  countries. 

In  addition  to  exercising  the  ordinary  banking  powers.  Edge  Bill 
banks  are  permitted  to  issue  debentures,  notes  or  other  obligations  up 
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to  ten  times  the  amount  of  their  capital.  The  way  is  thus  prepared 
for  the  issuance  of  an  obligation  of  an  American  banking  institution 
under  supervision  of  the  Federal  Reserve  Board  which  shall  l>e  based 
upon  the  security  of  foreign  credits  with  or  without  the  endorsement 
of  the  American  exporter,  as  the  case  may  be.  If  a  market  for  these 
securities  can  be  made,  and  the  American  investor  educated  to  put 
his  money  into  investments  of  this  character,  then  at  last  we  will  be 
able  to  place  America's  foreign  trade  upon  a  sound  basis.  Europe 
needs  credits  for  periods  of  six  months  up  to  three  years  depending 
upon  conditions  in  the  various  countries.  No  commercial  bank  can 
extend  these  credits.  The  Government  has  declined  to  do  anything 
further.  Unless  the  people  of  this  country,  by  investments  in  secur- 
ities of  Edge  Bill  banks,  are  willing  to  extend  the  credits,  the  United 
States  will  not  only  lose  its  great  opportunity  of  laying  a  firm  foun- 
dation for  future  permanent  foreign  markets,  but  it  will  deny  to 
Europe  the  aid  which  it  has  in  its  power  to  give,  and  retard  tlie  re- 
habilitation of  those  countries  whose  direst  need  is  credit  in  the 
shape  of  raw  materials  and  working  tools  to  enable  them  to  rebuild 
and  reconstruct  their  shattered  financial  and  industrial  structure. 

The  Edge  Bill  has  provided  the  machinery.  The  question  is,  have 
we  the  leadership  and  the  ability  to  develop  international  banks  that 
can  do  their  part  in  the  present  emergency?  Are  the  American 
people  broad-minded  and  far-sighted  enough  to  support  this  kind  of 
institution?  We  cannot  finance  our  foreign  trade  in  any  other  way. 
England  has  made  wonderful  progress  since  the  armistice.  Their 
bankers  have  a  grasp  upon  the  situation,  and  are  getting  a  hold  upon 
the  business  of  the  world.  They  have  the  courage  and  vision  to  do 
things.     We  have  been  talking  and  not  acting. 

The  extension  of  credits,  even  those  credits  which  are  absorbed  by 
the  investors  of  the  country,  may  mean  a  further  inflation,  but  our 
supply  of  gold  and  the  vast  fundamental  wealth  of  this  country 
furnish  a  base  for  even  further  expansion  where  such  expansion  is 
necessary  to  the  world's  welfare.  To  extend  the  needed  credits  re- 
quires that  the  process  of  deflation  perhaps  must  be  arrested,  but  we 
have  progressed  far  more  toward  deflation  than  any  of  the  other 
countries,  and  if  the  sound  financial  brains  of  England  consider  it 
necessary  to  continue  on  an  inflated  basis  while  the  credits  are 
granted  for  the  purpose  of  rehabilitation,  is  it  not  possible  that  we 
might  to  advantage  follow  their  leadership?  May  we  not  be  making 
a  mistake  in  taking  a  stand  for  too  immediate  and  too  drastic  defla- 
tion when  by  granting  credits  to  Europ>e  we  will  be  building  a  foun- 
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dation  for  future  foreign  business  which  is  necessary  to  the  con- 
tinued industrial  prosperity  of  this  country? 

It  will  be  a  difficult  thing  to  educate  the  American  investor  to  an 
appreciation  of  his  opportunities  and  responsibilities  at  the  present 
time.  Dr.  Warburg  has  pointed  out  that  billions  of  dollars  have 
been  lost  in  unsound,  reckless  gambling  investments  in  this  country 
in  the  last  few  years.  If  the  money  in  this  country  which  has  been 
put  into  wildcat  promotions  could  have  been  placed  in  sound  for- 
eign investments,  and  this  work  could  have  been  organized  a  year 
ago,  as  it  should  have  been,  conditions  in  Europe  would  not  be  nearly 
so  serious  as  they  are  today.  If  a  year  ago  intelligent  government 
leadership  and  help  could  have  been  back  of  such  a  movement, 
Europe  would  have  gained  much  time  and  been  spared  infinite  suf- 
fering. 

The  people  of  the  United  States  have  a  great  opportunity.  No 
nation  has  ever  been  so  thoroughly  advertised  by  its  accomplishments. 
Our  feat  in  organizing  and  equipping  an  army  of  4,000,000  men,  of 
transporting  them  to  the  other  side,  and  developing  them  into  a 
successful  fighting  unit  has  never  been  equaled  in  history.  At  the 
close  of  the  war  we  were  looked  upon  as  the  saviours  of  Europe  and 
the  great  nation  of  the  world.  Leadership  in  world  affairs  was 
practically  conceded  to  us.  Today,  because  of  the  mistakes  we  have 
made,  because  of  our  inability  to  furnish  intelligent  leadership  in 
the  work  of  financial  reconstruction,  and  our  failure  to  develop  any 
constructive  plans  for  helping  Europe,  we  have  lost  much  of  out 
prestige.  We  have  been  generous  with  advice,  but  our  friends  on 
the  other  side  contemplating  our  wealth,  our  power  and  our  ability 
along  so  many  lines  may  well  say  to  us,  "  why  is  it  that  with  your 
vast  resources  you  cannot  devise  some  means  to  place  at  our  disposal 
your  raw  materials,  and  why  can  you  not  work  out  some  sound  finan- 
cial plan  that  your  people  will  back,  so  that  we  may  have  an  oppor- 
tunity to  rebuild  our  industries  and  do  the  very  thing  you  tell  us  we 
must  do,  produce  and  save,  but  which  we  cannot  do  without  raw 
materials,  tools  and  machinery?" 

This  country  still  has  a  great  opportunity,  ladies  and  gentlemen, 
not  only  to  assure  for  itself  future  commercial  and  industrial  pros- 
perity, but  to  bring  back  to  health  and  strength  a  sick  and  suffering 
world.  We  can  accomplish  nothing  by  talk,  but  will  do  things  if 
the  right  kind  of  leadership  can  be  found  in  this  country  to  point 
the  way,  and  if  as  individuals  we  all  charge  ourselves  with  the  obli- 
gation  of  doing  our  part   in   support  of   such   sound    constructive 
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measures  as  may  be  developed.  If  America  will  get  together  to 
help  Europe  with  the  same  spirit  that  it  exhibited  during  the  war 
our  friends  on  the  other  side  will  not  l>e  disappointed  in  the  ability 
of  the  American  people  to  accomplish  results. 

II 

CARL    PLEHN 
Professor  of  Finance,  Universitj  of  California 

The  hour  is  so  late  that  I  shall  condense  my  remarks  and  confine 
them  strictly  to  two  chief  topics.  The  first  one  is  suggested  to  me 
by  Mr.  Warburg's  reference  to  what  may  be  called  "  European  In- 
dustries on  the  Bargain  Counter,"  opportunities  for  investment  over 
there  that,  given  certain  conditions,  might  look  very  tempting  for 
American  capital. 

I  come  to  the  same  idea  by  a  somewhat  different  route.  Scarcely 
more  than  a  year  ago  many  of  us  were  speculating  as  to  how  the 
European  nations  were  going  to  go  about  repaying  us  the  money 
which  we  had  lent  them.  I  was  called  upon  on  various  occasions  to 
make  suggestions  as  to  the  mechanics  by  which  this  might  be  done. 
Looking  back,  in  the  light  of  present  conditions,  it  is  clear  that  we 
thought  too  much  about  how  Europe  was  going  to  pay  the  debts  she 
owed  us  and  too  little  about  how  she  was  going  to  restore  her  own 
industries  and  get  upon  her  own  feet  again.  But  an  examination 
of  the  various  mechanical  processes  by  which  her  foreign  debts  might 
be  paid  is  nevertheless  not  without  profit.  The  same  mechanics 
which  would  be  required  for  paying  debts  must'  be  used  for  the 
solution  of  the  more  urgent  problem  that  confronts  us,  the  reduc- 
tion of  inflation. 

Of  course  it  is  impossible  to  pay  great  international  debts  in 
money.  That  plan  we  will  reject  at  once.  Usually  they  are  paid  by 
an  excess  of  exports  over  imports  on  the  part  of  the  debtor  country. 
That  is  unquestionably  the  ultimate  source  of  payment,  regardless 
of  what  may  be  done  on  a  capital  basis.  For,  looking  at  a  problem 
of  this  kind  by  and  large,  in  the  long  run  it  is  the  movement  of  goods 
from  day  to  day  and  week  to  week  and  month  to  month  and  year  to 
year  that  is  far  more  important  than  the  capitalized  profit  which 
may  flow  out  of  that  movement.  It  is  the  constant  stream  that  we 
require  ;  that  is  what  we  have  to  live  uf>on  ;  that  gives  us  our  daily 
bread.  There  are  difficulties,  however,  in  the  increase  of  Europ>ean 
exports  to  the  United  States  or  imports  by  the  United  States  from 
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Europe.  One  is,  of  course,  the  lack  of  production  in  Europe  under 
present  conditions,  which  has  been  so  frequently  commented  upon 
today.  Another  one  which  I  expected  to  hear  mentioned  is  the  fact 
that  otir  American  consumers  are  not  educated  to  a  large  consump- 
tion of  European  goods,  or  of  foreign  goods.  There  are  many  de- 
sirable things  which  the  French  produce  (and  we  know  France  per- 
haps better  than  some  of  the  other  countries)  which  our  people  do 
not  know  or  are  not  educated  to  use.  Moreover,  there  are  many 
desirable  things  produced  in  other  parts  of  the  world  which  we 
would  be  glad  to  have  if  we  knew  about  them,  and  which  might 
come  to  us  indirectly  in  connection  with  the  discharge  of  the  foreign 
debts.  But  there  is  always  a  possibility  that  a  debtor  who  cannot 
pay  from  his  current  production,  can  pay  in  property,  and  so  we 
come  back  again  to  the  possibilities  suggested  by  Mr.  Warburg  of 
buying,  or  lending  upon  the  security  of  foreign  properties,  prefer- 
ably, of  course,  properties  of  a  productive  character.  I  confess  I 
don't  know  how  this  can  be  accomplished.  We  have  been  absorbing 
to  a  very  small  degree  the  securities  of  foreign  or  European  cities, 
but  the  purchase  of  those  city  securities  and  bonds  has  been  more  in 
the  nature  of  gambling  on  the  fluctuations  of  exchange  than  of  any 
real  investment  calculated  to  meet  to  any  extent  Europe's  immediate 
need  of  capital. 

What  seems  to  be  lacking  is  any  agency  that  would  examine  into 
the  soundness  of  the  various  investments  that  might  be  offered  as 
security  and  even  guarantee  them.  Whether  we  would  be  willing  to 
send  capital  over  there  to  be  secured  by  mortgages  upon  various  in- 
dustries depends  upon  whether  we  can  learn  about  them,  and  the 
means  of  examination  and  the  dissemination  of  information  now 
available  are  entirely  inadequate.  The  linguistic  difficulties  are  an 
obstacle,  and  then,  of  course,  sad  to  say,  there  is  at  the  present  time 
a  still  graver  difficulty  in  the  lack  of  confidence  we  have  in  the 
political  permanency  of  governments  and  the  solidity  of  economic 
institutions  under  the  present  disturbed  social  conditions. 

The  other  topic  that  I  wish  to  touch  upon  is  the  setting  of  our 
own  house  in  order  in  the  matter  of  national  finance,  government 
finance.  We  have  been  talking  a  great  deal  about  budget  legislation. 
Every  movement  has  to  have  a  slogan  and  a  name  and  sometimes  we 
forget  to  go  behind  the  name.  In  my  home  town  some  time  ago 
there  was  an  attempt  to  float  some  bonds  for  the  purpose  of  building 
a  new  high  school.  The  canvassers  went  about  the  city  asking, 
"Are  you  in  favor  of  bonds?"      If  you   asked   them  what  bonds, 
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they  would  say,  "Just  bonds."  So  a  good  deal  of  our  agitation  for 
a  budget  has  been  along  the  same  lines,  and  the  man  who  questions 
what  kind  of  a  budget  is  apt  to  be  looked  upon  as  a  strange  creature. 

Now  there  are  a  great  many  different  budget  systems.  A  Euro- 
pean budget  system,  based  upon  the  fact  that  the  government  is  re- 
sponsible directly  to  Parliament,  and  represents  the  majority  in 
Parliament,  is  absolutely  impossible  in  this  country  because  we  have 
conserved  the  principle  of  absolute  separation  of  the  executive  from 
the  legislative  departments.  We  have  at  one  time  or  another  in  a 
half-hearted  way,  in  the  federal  government,  but  more  often  in  our 
state  governments,  tried  a  great  many  different  kinds  of  executive 
budgets,  budgets  prepared  by  executive  departments.  I  suppose  it  is 
safe  to  say  that  something  like  twenty-five  hundred  of  them  have 
been  submitted  during  the  last  one  hundred  years,  and  to  assume  that 
ten  of  them  were  passed  is  to  make  a  liberal  estimate.  To  say  that 
as  many  as  one  hundred  of  them  had  any  considerable  influence 
would  also  be  an  exaggeration.  Most  of  them  are  forgotten.  Many 
of  them  were  never  read. 

Under  our  system  of  separating  the  executive  from  the  legislative 
department  in  the  United  States,  the  executive  department  is  effec- 
tive only  so  long  as  the  governor  or  the  president  has  a  majority  in 
the  legislative  department  w-hich  will  vote  as  he  directs.  A  legislative 
budget  is  an  unreality  because  a  congressional  comm'ttee  cannot  have 
the  proper  facilities  for  obtaining  the  information  which  it  requires. 
We  really  must  go  farther  if  we  are  to  accomplish  the  desired  re- 
sults. There  are  two  things  to  be  aimed  at  through  the  movement 
that  is  commonly  called  the  Budget  Movement.  One  is  to  bring 
about  economy  in  expenditures.  To  determine  whether  any  particular 
line  of  expenditure  shall  be  taken  up  or  not,  is  outside  the  province 
of  any  budget-making  body.  That  matter  rests  in  the  hands  of 
Conprress  entirely.  But  after  the  general  policy  of  expenditure  has 
been  specified,  economy  may  be  brought  about,  and  the  wisdom  of 
the  proposed  detailed  expenditure  of  each  dollar  or  of  each  larger 
sum  authorized  by  Congress  may  be  scrutinized  through  a  sound 
htudgetary  system. 

Our  states  have  shown  the  way  through  their  boards  of  control, 
which  in  many  states  have  developed  so  large  a  body  of  knowledge 
and  experience  that  the  legislatures  very  naturally  turn  to  them  for 
further  information  and  rely  upon  them  in  making  further  appro- 
priations. We  have  an  example  of  how  the  central  idea  of  that 
method  may  be  carried  out  in  the  federal  government  in  the  case  of 
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the  reorganization  of  our  old  pension  system  some  years  ago,  when 
rules  were  laid  down  as  to  the  conditions  under  which  pensions 
should  be  granted,  and  Congress  kept  its  hands  off  from  interfering 
with  the  individual  details. 

The  second  purpose  of  a  budget  is  a  better  supervision  of  the 
revenue  system.  As  to  the  general  principles  of  taxation,  Congress 
alone  must  decide,  but  as  to  the  administration,  the  carrying  out  of 
any  type  of  tax,  we  need  more  expert  guidance  than  we  are  now 
getting.  In  fact,  the  actual  administration  of  the  taxes  we  now  have 
has,  upon  the  frank  avowal  of  the  Treasury  Department,  broken 
down  and  ceased  to  be  effective.  Our  Income  Tax,  we  are  told  by 
the  Treasury  Department  itself,  could  be  made  to  bring  in  vast 
sums  in  back  taxes,  and  could  certainly  be  made  to  yield  more  with- 
out change  of  rates  or  other  essential  change  in  form,  if  the  govern- 
ment had  an  effective  administration.  Such  an  administration  could 
also  advise  Congress  in  the  present  perplexing  situation,  where  we 
need  to  have  additional  revenues  to  make  our  budget  not  merely  a 
balanced  budget,  but  one  that  shall  leave  a  goodly  surplus  each  year 
for  the  reduction  of  ovir  debt.  In  the  debt  itself  we  have  a  bottom- 
less pit  into  which  we  can  pour  any  surplus  revenues  for  a  number 
of  years  to  come. 

Great  Britain  has  gone  about  this  matter  in  a  much  more  system- 
atic way  than  we  have.  Almost  immediately  after  the  war  she  ap- 
pointed a  Royal  Commission  to  investigate  the  entire  subject  of  the 
Income  Tax.     That  Commission  has  just  reported. 

If  we  set  our  own  house  in  order,  if  we  bring  our  federal  finances 
into  proper  shape,  we  shall  be  able  to  stop  one  of  the  most  important 
possible  sources  of  inflation,  namely  the  continued  borrowing  for 
public  purposes. 
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HIGH   PRICES— CAUSES  AND  REMEDIES 

HARTLEY   WITHERS 
Editor  of  The  Economist ,  London 

ON  this  subject  there  is  now  such  general  agreement  that 
even  the  Supreme  Council  of  the  European  Entente 
Powers  has  become  aware  that  high  prices  are  due  to 
too  much  money  and  credit  and  too  few  goods.  When  once  the 
cause  is  seen  the  remedy  is  obvious  but  not  therefore  easy  to 
obtain.  We  want  more  goods  or  less  money  and  credit  or  both. 
More  goods  can  only  be  produced  if  people  will  work  harder. 
A  great  many  people,  at  least  on  the  European  side  of  the  water, 
have  been  deluded  by  the  War's  experiences  into  a  belief  that 
if  only  governments  spend  enough  money  there  is  wealth  for 
everybody  and  consequently  do  not  see  why  they  should  work 
as  hard  as  they  used  to,  and  in  many  places  those  who  are  will- 
ing to  work  cannot  work  as  hard  as  they  would  for  lack  of 
material,  machinery  and  transport.  It  seems  to  me  that  only 
uncomfortable  experience  can  cure  the  delusion  that  the  need 
for  hard  work  is  an  obsolete  anachronism.  Those  who  would 
work  and  cannot  for  lack  of  supplies  can  only  be  helped  to  get 
to  work  if  those  who  command  surplus  buying  power  will 
place  it  at  their  disposal  in  the  form  of  loans.  This  can  best 
be  done  through  the  ordinar\'  machinery  of  private  investment 
and  credit,  and  this  machinery  cannot  be  expected  to  work 
freely  until  political  stability  is  secured  and  a  beginning  has 
been  made  towards  correcting  the  abuses  of  government  finance 
in  the  countries  that  now  have  to  appeal  to  foreign  investors. 
Even  then  it  will  be  a  difficult  task  under  present  conditions 
to  secure  by  saving  anvthing  like  the  amount  of  capital  that  is 
necessary ;  and  it  is  by  saving  that  the  true  remedy  for  this 
part  of  the  problem  has  to  be  found,  since  saving  transfers 
buying  power  to  those  who  need  it  whereas  creations  of  new 
credit  merely  make  new  buying  power  to  compete  in  the  de- 
pleted market  for  goods.  On  this  side  of  the  world  it  may 
almost  be  said  that  all  governments  are  discredited  and  their 
appeals  to  those  whom  the\'  rule  to  work  harder  and  spend  less 
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are  laughed  at  in  the  light  of  the  example  that  they  have  «.et. 
But  it  is  still  perhaps  possible  that  a  clear  statement  by  leaders 
of  financial  opinion  showing  the  world's  needs  for  goods  and 
capital  and  that  working  and  saving  are  the  only  way  to  find 
them  might  have  some  practical  effect.  If  once  the  goods  and 
capital  were  available  and  if  once  political  and  economic  stabil- 
ity were  secured  in  the  countries  that  need  them  I  have  no 
doubt  that  private  enterprise  would  put  them  where  they  are 
wanted  owing  to  the  prospects  of  great  profits  that  are  held  out. 

As  for  the  too-much-money  end  of  the  problem  its  details 
differ  widely  in  different  countries  but  of  practically  all  it  may 
be  said  that  the  way  to  attack  it  is  by  redemption  of  credit 
and  currency  out  of  the  surplus  of  revenue — real  revenue  col- 
lected out  of  the  pockets  of  the  people  by  tcixation  and  not  by 
official  sales  of  war  stores — over  expenditure.  In  England, 
at  least,  the  banks  are  hampered  in  their  task  of  financing 
industry  by  the  large  holding  of  government  securities  which 
is  a  legacy  of  the  war.  As  fast  as  these  securities  can  be 
paid  off,  out  of  tax  payments  which  diminish  bank  deposits, 
so  fast  will  the  ability  of  the  banks  to  finance  industry  be 
increased  without  causing  any  net  addition  to  bank  deposits. 

Many  Englishmen,  who  ought  to  have  known  better,  have 
blamed  America  for  the  low  value  of  sterling  in  New  York, 
just  as  many  Frenchmen  and  Italians  blame  England  for  the 
depreciation  of  the  exchange  value  of  their  currencies  in 
London.  Every  country  is  responsible  for  the  value  abroad 
of  its  currency  which  reflects  the  extent  of  the  effort  it  is  mak- 
ing to  be  solvent.  As  long  as  official  extravagance  continues 
and  as  long  as  the  printing  press  is  used  to  paper  over  the  gap 
between  revenue  and  expenditure,  as  long  as  official  meddling 
and  control  discourage  production  and  warp  distribution,  no 
help  from  outside  can  effect  much.  We  want  peace  in  fact  as 
well  as  in  name  and  the  free  interchange  of  goods  between  all 
countries  before  a  real  impression  can  be  made  upon  the  scarcity 
from  which  the  world  is  now  suffering. 

I  am  asked  to  express  an  opinion  on  the  Anglo-American 
aspect  of  the  remedies  for  high  prices.  I  find  it  difficult  to  do 
so  in  the  first  place  because  it  is  a  world  problem,  in  the  second 
because  it  is  paradoxically  a  problem  which  each  country  has 
to  solve  for  itself,  and  in  the  third  place  because  it  is  a  problem 
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which  presents  quite  different  aspects  to  America,  which  is 
practically  self -sufficient,  and  England  with  her  dependence  on 
a  world-wide  trade.  Nevertheless  cooperation  on  it  must  be 
valuable  between  our  two  countries,  yours  with  its  boundless 
future  and  ours  with  its  great  industrial  past.  And  I  am 
inclined  to  think  that  a  conference  organized  by  the  business 
leaders  of  both  nations  and  attended  by  business  representatives 
from  the  leading  neutral  countries  and  others  that  are  in  a 
position  to  dispose  of  capital  might  effect  something  by  an 
explanation  to  the  workers  and  capitalists  of  the  world  as  to 
what  is  needed  to  stop  the  rise  in  prices,  and  to  the  govern- 
ments of  the  impoverished  countries  as  to  the  measures  that 
have  to  be  taken  before  capital  can  be  expected  to  flow  to  them. 
Finally  it  is  my  conviction  that  a  great  step  would  have  been 
taken  towards  improving  economic  sentiment  if  the  American 
and  English  governments  were  to  wipe  out  the  war  debts  to 
them  of  the  European  countries  which  fought  by  their  side 
and  have  been  much  more  seriously  impoverished  than  America 
and  England.  If  this  were  done  and  England's  war  debt  to  the 
American  Government  were  funded  into  a  40  or  50  year  loan 
something  would  have  been  done  towards  lightening  the  inter- 
national burden  which  is  part  of  the  after- war  Euroi>ean 
nightmare. 
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PREFACE 

The  papers  included  in  this  volume  were  presented  originally  at 
the  annual  meeting  of  the  Academy  of  Political  Science,  held  at  the 
Hotel  Astor  in  New  York  City,  December  9  and  10,  1920.  The 
arrangement  follows  almost  exactly  that  of  the  order  in  which  they 
were  presented  and  they  may  be  studied  and  naturally  grouped 
under  the  four  divisions  which  constituted  the  four  separate  sessions 
of  the  annual  meeting  of  the  Academy : — 

1.  Tariff  Readjustments  and  Trade  Expansion.  At  this  session 
the  presiding  officer  was  Mr.  W.  S.  Kies,  the  chairman  of  the  First 
Federal  Foreign  Banking  Association,  organized  under  the  so-called 
Edge  Law  to  lend  financial  aid  to  our  foreign  commerce  and  to  the 
■establishment  of  European  credits  and  more  nearly  normal  rates  of 
exchange.  Mr.  Kies's  introductory  address  dealt  with  the  funda- 
mental factors  in  the  present  economic  situation  in  Europe  in  rela- 
tion to  the  present  tariff  policies  of  the  United  States.  This  com- 
prehensive and  first-hand  survey  of  the  European  situation  should 
also  be  read  in  connection  with  the  papers  at  the  second  session  on 
the  present  economic  situation  in  relation  to  foreign  trade.  Simi- 
larly Congressman  Nicholas  Longworth's  paper  on  American  Tariff 
Policies  in  Relation  to  Foreign  Trade  should  be  read  and  considered 
in  connection  with  the  session  on  tariff  readjustments  and  trade  ex- 
pansion. The  three  leading  papers  which  followed  Chairman  Kies's 
introductory  address  are  by  eminent  authorities  representing  the 
•special  material  or  point  of  view  indicated  by  their  titles.  Mr.  Edwin 
F.  Gay,  President  of  the  Evening  Post  Company,  New  York,  and 
formerly  Dean  of  the  Graduate  Business  School  at  Harvard  Uni- 
versity, is  an  economist  who  can  speak  with  authority  for  the  tradi- 
tional free-trade  or  low-tariff  point  of  view;  while  Mr.  Edward  N, 
Dingley,  now  engaged  in  editorial  work  and  authorship  in  Washing- 
ton and  officially  associated  with  the  National  Republican  Committee, 
is  the  son  of  the  distinguished  congressman  who  gave  his  name  to  the 
Dingley  Tariff  Law.  He  speaks  with  equal  authority  and  convic- 
tion as  a  representative  of  the  protectionist  or  high-tariff  point  of 
view.  Mr.  W.  S.  Culbertson,  a'member  of  the  United  States  Tariff 
•Commission,  is  an  economist  and  teacher  who  has  had  large  practical 
■experience  in  research  work  dealing  with  the  facts  underlying  all 
tariff  discussion.  Mr.  Albert  Greene  Duncan,  former  President  of 
the  National  Association  of  Cotton  Manufacturers,  now  Treasurer 
of  the  Harmony  Mills  located  at  Cohoes,  New  York,  and  with  offices 
■at  Boston,  Massachusetts,  has  been  good  enough  to  elaborate  his  im- 
promptu remarks  in  the  discussion,  which  we  have  published  under 
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the  general  title  of  the  session  —  TarilT  Readjustments  and  Trade 
Expansion. 

2.  The  Prrsi'iit  Economic  Situation  in  Relation  to  Foreign  Trade. 
Mr.  Irving  T.  Bush,  the  President  of  the  Bush  Terminals  in  New 
York  and  active  in  the  constructive  handling  of  problems  pertaining 
to  the  port  of  New  York  and  to  our  shipping  at  all  times  but  especi- 
ally during  the  war,  has  in  a  brief  introductory  paper  set  forth  clearly 
the  chief  aspects  of  the  European  economic  situation  in  its  relation 
to  our  foreign  and  domestic  commerce.  Mr.  Thomas  W.  Lamont,  a 
member  of  the  firm  of  J.  P.  Morgan  and  Co.,  active  throughout  the 
war  in  public  service  on  important  international  commissions  and  as 
adviser  to  the  United  States  delegation  at  the  Peace  Conference, 
has  but  recently  returned  from  an  important  mission  to  China  as 
the  representative  of  the  American  Bankers  group  in  arranging 
the  consortium  for  lending  aid  to  the  Chinese.  He  has  set  forth 
clearly,  ably  and  authoritatively  the  economic  situation  in  the 
Orient,  with  important  interpretations  of  our  relations  with  both 
China  and  Japan.  The  French  Ambassador,  Dr.  J.  J.  Jusserand, 
widely  known  and  everywhere  respected  for  the  distinguished  service 
of  many  years,  including  the  entire  period  of  the  Great  War,  repre- 
senting the  Republic  of  France  in  Washington,  gives  a  stirring  pic- 
ture of  the  present  situation  in  France  and  an  unusually  happy  and 
accurate  analysis  of  the  French  character  and  the  way  the  French 
nation  is  meeting  the  problems  of  reconstruction.  Congressman 
Nicholas  Longworth  of  Ohio,  for  seventeen  years,  with  an  interval 
of  but  two,  when — as  he  humorously  puts  it — he  was  needed  by  his 
constituents  at  home,  a  member  of  Congress,  and  during  most  of  that 
period  a  member  of  the  Committee  on  Ways  and  Means,  has  dealt 
with  the  tariff  problem  as  part  of  the  present  economic  situation  itv 
relation  to  foreign  trade.  The  paper  of  Mr.  W.  S.  Kies,  on  Fun- 
damental Factors  in  the  Present  Economic  Situation  in  Europe,  re- 
ferred to  above,  may  well  be  studied  and  considered  with  this  group 
of  papers. 

The  international  interest  in  this  session  was  attested  by  the  pres- 
ence of  the  first  Minister  from  the  Czechoslovak  Republic,  Dr.  Bed- 
rich  Stepanck,  and  of  Mr.  R.  Leslie  Craigie,  Secretary  of  the  British 
Eml)assy,  who  came  from  Washington  as  the  personal  represenative 
of  the  British  Ambassador,  Sir  Auckland  Geddes,  as  well  as  the 
distinguished  French  Ambassador,  Dr.  Jusserand,  who  was  one  of 
the  principal  speakers. 

3.  American  Merchant  Marine  and  the  Shipbuihiinf;  Industry  in 
Relation  to  Foreign  Trade.  In  the  presidential  campaign  the  Amer- 
ican Merchant  Marine  Act  of  1920  received  less  consideration,  ex- 
cept by  the  special  interests  affected,  than  most  constructive  acts  of 
Congress  dealing  with  great  economic  questions  and  with  our  foreigi> 
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relations.  This  act  is  full  of  daring  and  perhaps  unprecedented 
attempts  to  deal  with  a  new  economic  situation.  Senator  Wesley  L. 
Jones,  who  is  usually  looked  upon  as  the  author  of  the  act,  was  the 
chairman  of  the  Senate  Committee  on  Commerce  which  is  responsible 
for  the  striking  features  of  the  bill  which  finally  received  the  ap- 
proval of  Congress.  In  his  paper  he  explains  in  detail  the  legislative 
history  and  purposes  of  the  act.  Mr.  Raymond  B.  Stevens,  former 
Vice-President  of  the  United  States  Shipping  Board,  criticizes 
sharply  at  least  one  of  the  fundamental  policies  of  the  act  in  a  very 
able  paper  entitled  International  Aspects  of  American  Maritime 
Policies.  Mr.  J.  Parker  Kirlin,  the  General  Counsel  of  the  Amer- 
ican Steamship  Owners  Association,  with  headquarters  in  New  York 
City,  presents  a  comprehensive  survey  of  the  operating  problems  of 
the  AmericaJi  Merchant  Marine.  In  the  discussion  of  these  papers  at 
the  meeting,  four  unusually  well-informed  gentlemen  presented  mat- 
ters for  consideration,  which  they  have  been  good  enough  to  embody 
in  brief  papers  which  are  presented  in  this  volume.  Mr.  Frederic  R. 
Coudert,  a  member  of  the  New  York  Bar  and  of  the  firm  of  Coudert 
Brothers,  international  lawyers,  criticizes  sharply  the  fundamental 
policies  of  the  American  Merchant  Marine  Act.  Mr.  J.  W.  Powell, 
Vice-President  of  the  Bethlehem  Shipbuilding  Corporation,  Limited, 
commends  the  act  and  considers  it  will  have  on  the  whole  a  stimu- 
lating and  stabilizing  influence  upon  the  great  shipbuilding  industry 
of  the  United  States,  which  was  seriously  threatened  as  a  result  of 
over-stimulation  during  the  war  and  the  equally  sudden  changes  of 
policy  following  the  armistice.  Mr.  Winthrop  L.  Marvin,  Vice-Presi- 
dent and  General  Manager  of  the  American  Steamship  Owners  Asso- 
ciation, presents  an  interesting  and  comprehensive  analysis  of  some 
of  the  historical  foundations  of  merchant  marine  policies;  while  Mr. 
Frederic  R.  Kellogg  of  the  New  York  Bar,  discusses  an  important 
problem  in  international  relations  in  his  consideration  of  the  future 
of  the  American  merchant  marine  as  affected  by  its  fuel  supply,  in 
which  he  especially  considers  the  fuel  oil  resources  that  are  open  to 
the  United  States  in  all  parts  of  the  world,  and  particularly  in  the 
neighboring  country  of  Mexico. 

In  an  appendix  to  the  volume  as  a  whole  there  will  be  found  an 
interesting  memorandum  which  should  be  considered  in  connection 
with  the  papers  presented  at  this  session  and  belonging  in  this  group. 
The  memorandum  consists  of  notes  on  our  early  shipping  statistics, 
by  Mr.  Edwin  E.  Judd,  who  was  formerly  Commercial  Agent  of  the 
United  States  Department  of  Commerce. 

4.  Educational  Training  for  Foreign  Trade.  Dr.  L.  S.  Rowe, 
formerly  Assistant  Secretary  of  the  Treasury,  and  recently  elected 
Director-General  of  the  Pan  American  Union,  is  widely  known  as 
an  educational  authority  as  well  as  a  specialist  on  Latin-American 
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social,  economic,  legal  and  political  relations.  In  an  introductory- 
address  at  this  session  he  presents  some  of  the  fundamental  consid- 
erations in  the  training  of  leaders  for  foreign  trade.  Three  substan- 
tial papers  follow  Dr.  Rowe's  introductory  paper:  the  British  Ser- 
vice for  Trade  Promotion  and  Information  by  Mr.  P.  Harvey  Mid- 
dleton.  Assistant  Manager  of  the  Foreign  Trade  Bureau,  Guaranty 
Trust  Company ;  a  second  by  the  Assistant  to  the  President  of  the 
Allis-Chalmers  Manufacturing  Company,  Mr.  W.  W.  Nichols,  on 
the  Organization  of  American  Government  Service  for  Trade  Pro- 
motion and  Information;  and  a  third  by  the  Dean  of  the  College  of 
Business  Administration  of  Boston  University,  Dr.  Everett  W.  Lord, 
on  Professional  Training  for  Leadership  in  Foreign  Trade.  Boston 
University  is  one  of  the  few  educational  institutions  in  this  country 
that  have  done  work  in  practical  training  for  foreign  trade.  Dr. 
Lord  himself  was  largely  instrumental  in  establishing  the  Havana,. 
Cuba  branch  or  department  of  the  Boston  University  College  of 
Business  Administration,  where  an  exchange  of  students  between 
Boston  and  Havana  is  provided  for  on  a  mutually  profitable  basis. 
Following  these  three  papers  in  the  discussion  at  this  session  two  of 
the  speakers  have  embodied  in  briefer  papers  the  results  of  their  in- 
teresting and  practical  comments  upon  the  general  topic  of  the  ses- 
sion. Dr.  R.  S.  MacElwee,  Director  of  the  Bureau  of  Foreign  and 
Domestic  Commerce,  of  the  United  States  Department  of  Commerce, 
and  Richard  S.  Harvey,  Esq.,  Professor  of  Law  in  the  Georgetown 
University  Law  School,  Washington,  D.  C,  and  also  in  the  Foreign 
Service  School  of  that  institution,  have  both  made  interesting  con- 
tributions to  the  subject  of  educational  training  for  foreign  trade. 

The  annual  meeting  of  1920  brought  together  a  notable  gathering 
of  men  and  women  from  all  parts  of  the  country  and  especially  rep- 
resenting the  intelligent  business  man's  interest  in  questions  of  public 
policy.  It  was  to  be  expected  that  the  Foreign  Trade  Council,  cham- 
bers of  commerce,  and  organizations  of  importers  and  exporters  as 
well  as  bankers  would  take  an  active  interest  in  this  timely  discus- 
sion of  American  foreign  trade  relations. 

The  thanks  of  the  Academy  are  due  to  the  members  of  the  com- 
mittee on  arrangements,  on  which  the  editor  of  this  volume  had  the 
honor  to  serve  as  chairman,  ex-ofiicio,  and  the  members  of  which 
were:  Messrs.  William  C.  Breed,  Irving  T.  Bush,  R.  J.  Caldwell, 
Richard  W.  Child,  O.  K.  Davis,  Joseph  P.  Grace,  W.  Averell  Harri- 
man,  Myron  T.  Herrick,  Alba  B.  Johnson,  Thomas  W.  Lamont, 
Adolph  Lewisohn,  R.  C.  McCrea.  V.  Everit  Macy,  Ogdcn  L.  Mills, 
Dwight  W.  Morrow,  William  L.  Ransom,  Charles  H.  Sabin,  Henry 
R.  Seagcr,  Charles  B.  Segcr,  Albert  Shaw,  Henry  L.  Stimson,  John 
M.  Switzer,  Frank  A.  Vanderlip,  Paul  M.  Warburg. 

The  Editor. 
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FUNDAMENTAL  FACTORS  IN  THE  PRESENT 
ECONOMIC  SITUATION  IN  EUROPE 

W.  S.  KIES 
Chairman,  First  Federal  Foreign  Banking  Association,  New  York 

THE  future  prosperity  of  the  United  States  is  inextricably 
interwoven  with  the  course  of  events  in  Europe. 
Europe  was  our  greatest  customer  before  the  war,  and 
vastly  increased  her  purchases  during  the  war.  So  great  were 
her  demands  that  the  United  States  was  compelled  to  enlarge 
its  capacity  in  many  lines  to  supply  them.  Since  the  armistice 
the  demand  has  been  maintained,  and  in  certain  lines  even  up 
to  the  present  moment.  But  it  is  now  mainly  a  demand  for 
foodstuffs  and  raw  materials,  while  our  markets  in  Euiope 
for  manufactured  articles  are  dwindling. 

As  a  plain  business  proposition  we  are  vitally  interested  in 
studying  the  various  factors  in  the  situation  abroad  which  will 
in  any  way  affect  the  fortunes  of  so  important  a  customer, 
because  our  own  course  must  be  influenced  by  European  de- 
velopments. Is  our  customer  solvent  and  worthy  of  further 
credit?  To  what  extent  will  the  poverty  of  Europe  compel 
abstinence  and  sacrifice  in  the  use  of  goods  formerly  pur- 
chased from  us?  Are  conditions,  political  and  social,  suffi- 
ciently stable  to  warrant  the  extension  of  credit,  and  should 
such  credits  be  short-term  purely  commercial  credits,  or  should 
they  be  capital  credits  ?  And  finally,  as  a  creditor  nation  and  the 
seller  of  raw  materials  and  foodstuffs,  shall  we  open  our  domes- 
tic markets  freely  to  the  manufactured  goods  of  Europe  in 
direct  competition  with  the  products  of  our  own  factories?  If 
we  refuse  to  do  so,  and  erect  a  prohibitive  tariff  wall,  how  can 
we  expect  to  be  paid  for  what  is  now  owing  us,  and  for  future 
sales  of  raw  materials  and  foodstuffs?  It  is  axiomatic  that 
balances  in  international  trade  can  only  be  discharged  in  three 
ways  :  by  the  shipment  of  gold,  by  the  shipment  of  goods,  or  by 
the  giving  of  evidences  of  indebtedness,  bills,  notes  and  bonds, 
and  these  must  be  paid  sometime  unless  issued  in  the  form  of 
securities  representing  permanent  capital  investments, 
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Our  future  course  of  action  must  depend  upon  a  clear  under- 
standing of  our  own  situation.  The  United  States  is  the  rich- 
est nation  in  the  world,  both  in  present  capital  and  in  potential 
resources.  We  possess  four-ninths  of  the  world's  gold. 
Europe  is  our  debtor  to  the  extent  of  approximately  fifteen 
billions  of  dollars,  ten  billions  to  our  government  and  at  least 
five  billions  on  trade  balances  and  private  loans. 

Our  production  may  be  considered  along  three  lines.  We 
are  the  world's  greatest  producers  of  foodstuffs,  and  have  large 
quantities  for  export.  We  likewise  produce  a  large  surplus 
of  raw  materials,  cotton,  tobacco,  forest  products  and  minerals. 
An  abundance  of  coal,  iron  and  timber,  and  cheap  and  effective 
water-power  development  has  made  this  country  the  first  manu- 
facturing nation  of  all  time.  In  spite  of  our  rich  endowment 
and  the  variety  of  our  resources  experience  has  shown  us  that 
depression  in  any  one  of  our  great  lines  of  production  affects 
the  other  sections  of  the  country.  If  the  farmer  can  not  sell 
his  foodstuffs  for  good  prices  his  purchasing  power  is  dimin- 
ished so  that  he  can  buy  less  manufactured  goods,  and  vice 
versa.  Many  more  people  in  the  United  States  are  engaged  in 
producing  foodstuffs  and  raw  material  than  in  manufacturing. 
If  they  can  be  kept  prosperous  by  finding  markets  for  their 
surplus  the  purchasing  power  of  our  great  domestic  market  for 
manufactured  goods  may  be  maintained. 

The  extent  to  which  the  equilibrium  of  this  domestic  market 
may  be  affected  by  European  competition  is  sure  to  arouse 
much  controversy.  The  answer  will  involve  a  certain  amount 
of  conjecture  and  guesswork,  but  a  study  of  fundamental  fac- 
tors, in  the  present  situation,  is  essential  to  furnish  any  kind 
of  a  ba.sis  for  sound  judgment.  The  ideal  toward  which  we 
must  work  is  to  maintain  tiie  j)urchasing  i)ower  of  our  domestic 
markets ;  to  protect  them  from  competition  that  may  demoralize 
prices,  and  at  the  same  time  to  broaden  the  markets  abroad  for 
our  surplus  foodstuffs  and  raw  materials,  and  for  such  manu- 
factured goods  as  can  possibly  meet  world  competition. 

With  these  points  in  mind  let  us  consider  briefly  some  of  the 
important  factors  in  the  present  European  situation  in  so  far  as 
they  have  a  bearing  upon  future  developments  in  the  commer- 
cial and  financial  relations  between  ourselves  and  our  best 
customer.      It  may  be  well  to  emjjhasize  that  the  statements  and 
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conclusions  in  this  paper  are  based  upon  a  study  of  conditions 
in  the  summer  and  early  fall  of  1920,  and  that  the  whole 
European  situation  may  still  be  regarded  as  in  a  state  of  flux 
and  subject  to  kaleidoscopic  changes  so  that  factors  which 
may  appear  fundamental  and  of  decided  importance  in  the 
present  situation  may,  in  six  months  or  a  year,  entirely  dis- 
appear or  be  replaced  by  others. 

Political  Conditions 

Europe  may  possibly  remain  in  a  state  of  political  unrest  and 
instability  for  many  years.  Some  progress  toward  political 
stability  has  been  made  since  the  armistice,  but  the  hatreds 
and  animosities  of  war  are  not  healed  in  a  few  years.  Five 
new  republics  in  Central  Europe  are  endeavoring  to  organize 
new  administrative  machinery,  and  to  build  governments  upon 
political  theories  new  to  the  great  masses  of  the  population. 
The  first  ten  years  of  our  own  country  were  years  of  strife 
and  struggle  with  disorder  and  lawlessness  prevailing  from 
time  to  time  in  various  parts  of  the  country,  and  yet  how  easy 
was  our  problem,  with  our  great  natural  resources,  compared, 
for  example,  with  that  of  Austria,  hopelessly  burdened  with 
debt,  with  no  credit  for  the  purchase  of  raw  materials  or  coal, 
stripped  of  its  productive  resources,  a  beggar  nation  dependent 
for  its  existence  upon  the  world's  charity. 

The  state  of  uncertainty  caused  by  mutual  suspicion  of  mo- 
tives, by  the  dissatisfaction  with  the  unnatural  boundaries  im- 
posed by  the  Peace  Treaty,  and  by  the  constant  intriguing 
among  nations  for  position  and  influence,  is  retarding  the  dis- 
banding of  armies  and  the  reduction  of  armaments. 

On  August  first  civilization  was  in  danger.  The  defeat  of 
the  Bolsheviki  before  Warsaw  may  well  rank  with  the  defeat 
of  Attila  and  his  Huns  as  one  of  the  decisive  battles  of  the 
world.  While  the  danger  to  Western  Europe  of  bolshevism, 
as  such,  may  seem  to  be  past,  yet  it  will  take  time  to  straighten 
out  the  Russian  situation  and  no  condition  of  permanent  stabil- 
ity in  Europe  can  be  expected  until  Eastern  Europe  is  reorgan- 
ized and  reconstructed  along  sound  economic  and  social  lines. 

But  no  permanent  peace  can  come  to  Europe  until  the  Peace 
Treaty  is  modified,  and  Germany's  indemnity  fixed  within 
limits  that  make  its  payment  possible.     There  can  be  no  eco- 
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nomic  or  financial  reliabilitation  of  Central  Europe  with  the 
blank  check  provided  by  the  Peace  Treaty  out  against  Ger- 
many. As  a  German  statesman  in  a  personal  interview  said : 
"  What  is  the  use  of  trying  to  work  out  any  comprehensive  plan 
for  financial  or  economic  reconstruction  ?  We  shall  be  penal- 
ized for  any  progress  made  no  matter  at  what  sacrifice.  Any 
improvement  in  our  condition  will  only  add  to  the  totals  of 
our  indemnity  bills." 

A  cause  for  optimism  lies  in  the  fact  that  the  leading  men 
of  Europe,  bankers,  statesmen  and  business  men,  recognize  the 
necessity  of  modifying  the  Peace  Treaty,  fixing  the  indemnity 
bill,  and  helping  Germany  to  get  back  on  its  feet  economically. 
There  are  signs,  too,  that  F" ranee  is  beginning  to  realize  that 
the  economic  ruin  of  Germany  means  her  ruin  also. 

Social  Conditions 

The  war  has  developed  a  solidarity  of  purpose  and  a  sense 
of  class  consciousness  on  the  part  of  the  masses  throughout  all 
Europe.  Labor  has  dictated  to  the  government  of  England  on 
more  than  one  occasion,  and^  concessions  have  not  increased 
production.  Manufacturers  in  England  estimate  efficiency  at 
not  over  65  to  70  per  cent  as  compared  with  pre-war  standards. 
In  France  the  firmness  of  the  government  has  for  a  time  at 
least  brought  about  a  healthier  condition.  The  government 
from  the  radical  labor  standpoint  is  reactionary,  but  favorable 
economic  results  are  being  obtained. 

Belgium  is  working  hard,  and  is  nearly  back  to  a  pre-war 
basis,  but  labor  is  alert  and  will  lose  none  of  the  advantages 
it  has  gained  during  the  war.  In  Germany  the  eleven  million 
members  of  the  federated  labor  unions  hold  the  key  to  the 
future  of  the  country.  Whenever  they  will  it,  they  can  over- 
turn the  government.  At  the  present  time  the  Socialist  party, 
to  which  they  belong,  has  no  representation  in  the  cabinet. 
They  have  refused  to  share  in  the  responsibility  of  the  govern- 
ment, preferring  to  remain  the  party  of  criticism.  The  laborers 
of  Germany  are  neither  bolshevists  nor  communists ;  the\-  are 
well  led  and  apjireciate  the  difficulties  ahead. 

As  sane  and  accurate  an  analysis  of  his  country's  position  as 
could  be  made  was  given  me  by  one  of  the  foremost  of  Ger- 
many's labor  leaders.     He  said  : 
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Germany  ia  today  the  poorest  nation,  in  the  world.  We  do  not  yet  realize 
how  poor  we  are.  We  have  fallen  from  the  heights  to  the  lowest  depths. 
The  fault  was  that  of  our  leader^,  and,  of  course,  of  ourselves  for  follow- 
ing them.  We  have  lost  our  colonies,  rich  parts  of  our  own  country,  our 
merchant  marine,  our  capital,  and  our  machinery  of  doing  business  in  for- 
eign countries,  a  great  part  of  our  natural  wealth,  and  have  incurred  a  debt 
which  is  impossible  of  payment.  Our  currency  is  worthless,  and  financially 
we  are  worse  than  bankrupt.  We  have  58  million  people.  Only  40  million 
can  be  supported  on  what  we  ourselves  can  produce.  What  is  to  become 
of  the  other  18  million?  They  can  not  migrate  because  they  haven't  the 
means,  and  where  would  they  go?  All  these  18  million  possess  is  the  work 
of  their  hands,  and  their  only  means  of  obtaining  a  living  is  to  work  hard 
and  save.  When  I  say  save  I  mean  real  saving.  This  country  is  too  poor 
to  import  coffee  or  tea  or  sugar.  We  can  not  afford  even  the  comforts  of 
life.  For  this  generation  of  Germans  there  is  nothing  ahead  but  work  and 
a  saving  of  everything  beyond  what  is  absolutely  necessary  for  life.  But 
the  rich  must  save  too,  and  there  must  be  an  end  to  profiteering.  We  must 
have  credit  for  raw  materials,  therefore  we  must  hold  down  importations 
and  consumption.  We  must  increase  our  exports,  and  develop  a  favorable 
balance  of  trade.  Coal  is  our  chief  commodity  with  which  to  discharge  our 
international  debts.  Therefore  our  coal  mines  should  be  nationalized  and 
all  profit  be  saved  to  the  government,  the  same  vnth  the  potash  industry  and 
other  great  exporting  industries.  If  we  all  work  and  save,  the  rich  and  the 
poor,  we  can  make  Germany  again  a  fit  place  for  our  children  to  live  in. 

If  this  man  really  represents  the  spirit  of  German  labor, 
then  we  may  well  anticipate  an  industrial  revival  in  Germany 
which  will  make  her  a  formidable  competitor  in  international 
trade.  Manufacturers  in  many  lines  spoke  of  the  generally 
good  spirit  and  efficiency  of  German  labor,  always  allowing  for 
the  physical  deterioration  resulting  from  the  war.  The  eight- 
hour  day  has  become  effective  in  practically  every  country. 
It  has  resulted  naturally  in  a  decrease  in  production,  but  in 
parts  of  Germany  laborers  are  voluntarily  working  ten  and 
even  eleven  and  twelve  hours  where  the  opportunity  affords. 
The  government,  I  was  informed,  exempts  the  proceeds  of 
these  extra  hours  from  the  income  tax. 

The  eight-hour  day  has  enormously  increased  the  cost  of 
government  everywhere,  and  these  big  government  budgets  are 
the  most  serious  problems  in  Europe  today.  Huge  taxes  have 
been  levied  in  every  country.  Some  laws  are  merely  on  paper, 
the  task  of  collecting  being  too  great  an  organizing  problem 
to  produce  as  yet  substantial  results.  In  other  countries  the 
tax-collecting  system  has  been  unable  to  cope  with  the  situation. 
France  is  just  beginning  to  collect  her  taxes.       Belgium  has 
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comprehensive  tax  laws,  but  portions  of  them  are  apparently 
difficult  of  interpretation  and  incajiable  of  administration.  In 
Germany  a  whole  new  system  is  being  organized.  Under  the 
old  regime,  the  various  constituent  parts  of  the  Empire  col- 
lected most  of  the  ta.xes,  now  the  federal  government  is  to  un- 
dertake this  task. 

Wiiere  the  taxes  are  collected,  they  seem  to  encourage  still 
further  governmental  extravagance  and  waste.  The  hope  for 
the  future  lies  in  the  fact  that  there  seems  to  be  a  general  under- 
standing and  appreciation  of  the  seriousness  of  the  problem  on 
the  part  of  all  classes,  and  in  the  various  estimates  of  expenses 
for  192 1,  there  is  on  paper  at  least  an  attempt  to  bring  about 
substantial  decreases. 

The  most  encouraging  development,  from  a  social  and  polit- 
ical standpoint,  is  the  crystallizing  of  sentiment  in  socialist  and 
labor  circles  against  bolshevism  and  communism.  There  has 
been  a  movement  in  every  country  directed  toward  segregating 
the  radicals  and  driving  them  out  of  the  Socialist  partv'.  This 
started  in  France.  In  Germany  the  split  in  the  independent 
Socialist  party  took  place  several  months  ago.  As  one  labor 
leader  put  it:  "  These  bolshevists  are  very  noisy,  but  when  we 
get  them  out  where  the\'  can  be  counted  we  are  surprised  to 
see  how  few  they  are." 

The  tendency  to  isolate  the  radicals  is  shown  by  recent  events 
in  Czechoslovakia  and  in  Italy.  The  recent  election  in  Austria 
proved  them  to  be  in  a  hopeless  minority,  surprising  even  the 
communist  paper  into  the  comment  that  communism  in  Austria 
seemed  to  be  dead.  But  while  labor  will  not  accept  bolshevism 
or  communism  it  will  endeavor  to  exact  a  greater  share  in  the 
proceeds  of  j)roduction,  and  better  working  conditions.  It  will 
demand  a  raising  instead  of  a  lowering  of  living  standards, 
and  may  be  found  generally  united  in  efforts  to  bring  about 
nationalization  or  semi-nationalization  of  industries  looking 
toward  giving  labor  a  greater  share  in  profits. 

The  seriousness  of  present  conditions,  the  difficulty  of  obtain- 
ing enough  food,  the  danger  of  unemployment  due  to  a  lack 
of  coal  and  raw  materials,  the  shaken  credit  of  continental 
Europe,  are  factors  which,  for  the  time  being,  will  tend  to 
keep  labor  submissive  and  at  work.  In  an  attempt  to  get  a 
cross-section    of    German    opinion,    several    hundred    people, 
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laborers,  unemployed,  mechanics,  railroad  men  and  others  in 
many  lines  were  asked  a  list  of  questions.  The  inevitable  an- 
swer in  every  case  to  the  general  question  as  to  conditions  was 
"  if  we  can  only  get  a  little  more  to  eat  then  things  will  be 
better."  There  was  no  sympathy  with  bolshevism,  and  a  gen- 
eral expression  of  a  willingness  to  work. 

Italian  labor  leaders  disclaimed  any  thought  of  confiscation 
of  property,  or  communism  in  the  workmen's  seizure  of  Italian 
factories.  They  took  this  action  as  a  means  of  enforcing  their 
demands  for  an  increase  of  pay  which  was  necessary  to  enable 
labor  to  obtain  enough  food  to  live. 

The  great  mass  of  labor  in  Europe  is  willing  to  work,  asking 
only  a  living  wage  and  the  opportunity.  This  opportunity 
is  measured  by  the  supply  of  raw  materials  and  coal. 

Financial  Conditions 

Europe's  present  financial  condition  and  her  future  prospects 
are  important  to  us  as  her  chief  creditor  not  only  from  the  view- 
point of  her  ability  to  pay  her  past  debts,  but  also  in  determin- 
ing whether  to  advance  her  still  further  credits  so  badly  needed 
for  her  rehabilitation. 

The  value  of  her  currencies  in  international  exchange  con- 
cerns us  vitally,  as  it  bears  upon  the  cost  of  production  of 
goods  which  will  be  offered  for  sale  not  alone  in  foreign,  but 
also  in  our  home  markets. 

To  enter  into  a  detailed  analysis  of  Europe's  financial  con- 
dition is  foreign  to  this  discussion.  A  few  essential  facts  and 
conclusions  may  be  stated  as  fundamental  and  of  vital  import- 
ance. With  few  exceptions,  the  budgets  for  the  coming  year 
are  not  actually  balanced,  and  in  many  cases  where  a  theoretical 
balance  has  been  shown  it  is  largely  based  on  taxes  which  must 
be  collected  with  deficient  tax  machinery. 

In  Germany  and  Austria  the  financial  situation  is  becoming 
progressively  worse.  The  printing  presses  working  night  and 
day  add  to  the  governments'  liabilities  with  no  corresponding 
increase  on  the  asset  side  of  the  ledger.  The  deficit  of  the 
German  railways  for  this  year  will  exceed  sixteen  billion 
marks.  The  Italian  deficit,  on  account  of  the  bread  subsidy, 
is  estimated  at  over  six  billion  lire.  Austria  is  even  more  hope- 
less, and  the  finances  of  Poland  and  Hungary  are  in  a  similar 
state  of  hopeless  disorganization. 
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No  country  in  Europe  has  had  a  favorable  balance  of  trade 
this  year.  Czechoslovakia  hopes  to  show  a  favorable  balance 
next  year;  Sweden  has  good  po.ssibilities,  and  while  the  statis- 
tics are  such  as  to  give  no  reliable  information,  it  is  stated  that 
exports  from  Germany  in  the  last  three  months  have  exceeded 
imports.  Belgium,  France  and  England  will  unquestionably 
reduce  their  adverse  balances,and  this  statement  probably  holds 
good  for  most  of  Europe.  The  sharp  decrease  in  commodity' 
prices  in  the  last  few  months  will  be  of  enormous  help  to 
Europe,  because  the  unfavorable  balances  have  been  largely  in- 
creased by  the  high  prices  of  coal,  foodstuffs  and  raw  materials. 
European  exchanges,  therefore,  may  reasonably  be  expected  to 
show  improvement  during  the  coming  year  in  the  countries 
where  the  printing  press  is  less  active. 

International  exchange  values  are  based  not  only  on  balances 
of  trade,  but  on  the  intrinsic  value  of  the  currency  itself  as 
measured  by  its  security  and  cover.  It  is  evidenced  by  its  pur- 
chasing power  as  compared  with  the  purchasing  power  of  in- 
trinsically sound  currencies,  and  by  this  test  we  can  see  little 
hope  for  the  German  mark  or  the  Au.^trian  krone. 

This  is  important  to  us  as  bearing  upon  the  cost  of  produc- 
tion. If  wages  and  other  manufacturing  costs  are  paid  in 
depreciated  currency  the  result  may  be  that  production  costs, 
even  after  paying  for  raw  materials  on  a  gold  basis,  will  be  so 
low  as  to  make  competition  on  the  part  of  sound-currency 
nations  impossible. 

A  table  of  wages  based  on  exchange  equivalents  in  American 
money  as  of  July  and  August  may  be  of  value : 

Unskilled  Labor  Skilled  Labor 

Per  Day  Per  Day 

United  States $3.75  $6.50 

England 1.00  to  $1.85  2.25  to  $2.50 

France 70  to      .85  1.60  to    2.00 

Belgium 60  to      .75  1.10  to    1.30 

Denmark    1.90  to    2.10  3.75  to    4.00 

Sweden 2.00  to    2.25  3.75  to    4.25 

Germany 60  to      .70  1.30  to    1.75 

Czechoslovaiia 55  to      .65  1.10  to    1.25 

Austria    20  to      .30  .45  to      .60 

Italy 90  to    1.10  1.55  to    2.00 

Switzerland   2.25  to    2.40  3.20  to    4.00 

(153) 


No.  2]  ECONOMIC  SITUATION  IN  EUROPE  g 

As  exchange  ratios  with  the  dollar  improve  the  disparity  be- 
tween United  States  and  European  wages  will  tend  to  grow 
less,  but  it  must  be  remembered  that  before  the  war  there  was 
a  large  difference,  made  up,  it  is  true,  in  part  by  the  greater 
efficiency  of  American  labor  and  our  development  of  mass  pro- 
duction. But  the  war  has  taught  Europe  something  about 
mass  production  too,  and  even  with  improving  exchanges  the 
difference  in  wages  will  remain  considerable.  In  the  hope- 
lessly low  exchange  countries  like  Germany  the  problem  will 
be  a  serious  one. 

In  the  last  week  in  October  the  London  papers  all  carried 
leading  articles  giving  a  list  of  some  twenty  articles  of  German 
manufacture  offered  in  English  markets  at  from  fifteen  to 
tAventy-five  per  cent  under  English  costs  of  production.  With 
fifteen  million  ready  and  willing  hands  in  Germany,  and  many 
million  more  in  Italy  and  Austria  the  question  naturally  arises, 
what  will  be  the  effect  upon  our  domestic  markets  and  prices 
in  this  country,  when  goods  made  by  this  cheaply  paid  labor  are 
pressed  for  sale  here?  To  keep  them  out  by  prohibitive  tariffs 
would  take  from  these  countries  the  possibilities  of  paying 
their  debts.  To  permit  their  entry  in  sufficient  quantities  to 
bring  into  operation  the  law  of  marginal  utilities  would  de- 
moralize industrial  conditions  in  this  country  and  lead  to 
business  depression  and  disaster. 

The  question  needs  most  careful  study.  It  can  not  be  solved 
by  arbitrary  action.  One  of  the  saving  features  of  the  situ- 
ation is  that  Europe's  own  demands  are  large.  It  is,  there- 
fore, problematical  how  much  she  can  export  during  the  next 
few  years.  The  quantity  may  be  so  small  as  not  to  be  dis- 
turbing. All  Europe  needs  goods,  and  what  can  be  manufac- 
tured under  present  conditions  may  scarcely  go  round,  pro- 
vided the  channels  of  distribution  are  improved. 

The  resumption  of  trade  relations  with  Russia  may  well  bring 
a  demand  that  will  use  Europe's  surplus  production  and  even 
furnish  opportunity  to  our  manufacturers  in  many  lines,  for  if 
England  trades  with  Soviet  Russia,  other  nations  will  follow, 
and  though  the  United  States  holds  off,  markets  for  our  goods 
are  possible  through  the  instrumentality  of  merchants  of  the 
trading  nations  like  Holland,  Denmark  and  Sweden. 

Another  factor  must  be  considered.     Europe's  purchasing 
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power  today  is  almost  gone.  The  war  has  destroyed  her  work- 
ing ca})ital.  Purchasing  power  is  created  by  the  margin  be- 
tween production  and  consumption.  To  build  it  up  the  means 
of  sustenance  are  required,  and  the  materials  for  production. 
In  time,  when  Eastern  Europe  is  reorganized  and  transpor- 
tation rebuilt,  Europe  will  be  able  to  feel  herself.  Until  then 
she  is  dependent  upon  the  world,  and  this  means  the  United 
States.  The  most  practical  help  is  through  capital  loans, 
that  is,  permanent  investments.  Commercial  short-term  credits 
are  not  alone  sufficient  to  meet  the  situation  because  of  the 
difficulties  of  repayment  within  the  time  limits  of  the  credit. 
It  seems  quite  clear,  therefore,  that  with  Europe's  purchasing 
power  diminished,  we  cannot  continue  to  sell  her  large  quan- 
tities of  manufactured  goods  that  she  can  make  for  herself,  and 
even  further,  that  it  is  economically  unsound  for  Europe  in  her 
present  condition  to  make  such  purchases,  bearing  in  mind  al- 
ways the  possibilities  in  Eastern  Europe  whenever  conditions 
change  permanently  for  the  better. 

But  this  is  not  the  entire  problem.  In  the  markets  of  the 
world  we  must  not  only  compete  with  cheap  labor,  but  we 
are  at  a  further  disadvantage  in  being  compelled  to  sell  our 
product  for  dear  dollars  as  compared  with  cheap  pounds, 
francs,  lire  and  marks.  While  some  improvement  in  exchange 
may  be  expected  for  the  reasons  stated,  nevertheless  because 
of  the  actual  intrinsic  depreciation  of  the  value  of  the  monev' 
units  of  the  various  European  countries,  we  shall  have  to 
accustom  ourselves  to  thinking  in  a  four  dollar  and  a  quarter 
pound,  a  nine  or  ten  cent  franc,  and  a  three  or  four  cent  mark 
as  the  maximum  for  a  number  of  years.  Our  competitive 
prices  in  the  world's  markets  must  be  fixed  with  these  values 
in  mind.  Can  we  overcome  the  handicap  by  better  salesman- 
ship, superior  goods  and  improved  methods  of  {production? 

As  a  concrete  illustration  of  the  difficulties  before  us,  crystal- 
lized in  the  form  of  an  actual  example,  let  us  consider  the  case 
of  Switzerland.  Allowing  for  exaggeration  and  undue  pessi- 
mism, the  picture  as  painted  by  .several  of  the  leading  bankers 
is  here  reproduced  for  consideration.  The  Swiss  franc  du- 
ring the  war  maintained  quite  consistently  its  pre-war  relative 
value  in  comparison  with  the  dollar.  With  the  inflation  due 
to  an  increase  of  debt,  and  of  circulation,  prices  rose  and  wages 
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with  them.  Since  the  armistice  Swiss  exchange  on  America 
has  fallen  due  to  the  needed  purchases  of  foodstuffs  and  coal 
at  the  prevailing  high  prices.  The  cost  of  living  in  Switzer- 
land is  probably  the  highest  of  any  place  on  the  Continent; 
wages,  likewise — the  whitewing  on  the  streets  in  Basle  gets 
nearly  four  times  as  much,  measured  in  dollars,  as  a  similar 
laborer  in  Miilhausen,  only  three-quarters  of  an  hour  away, 
and  about  six  times  the  German  and  eight  times  the  Austrian 
laborer.  Skilled  labor  in  the  factories  is  on  the  same  relatively 
higher  basis. 

Switzerland  depends  for  its  economic  livelihood  upon  its 
hotels  and  upon  its  watch,  embroidery,  silk  and  machinery  in- 
dustries. It  is  not  economically  self-sustaining,  but  must  im- 
port foodstuffs,  coal  and  raw  materials.  It  has  been  the  play- 
ground of  Europe,  and  the  majority  of  its  hotel  visitors  have 
been  drawn  from  Europe.  Swiss  exchange  is  so  high  that 
Europe  cannot  afford  its  Swiss  vacations  and  goes  to  Southern 
Germany,  Austria,  Czechoslovakia  and  Italy  instead,  if  it  can 
afford  to  go  anywhere.  The  result  is  that  this  summer  Swiss 
hotels  did  about  one-third  their  normal  business,  many  inn- 
keepers were  ruined,  and  to  save  the  situation  the  government 
declared  a  moratorium  on  hotel  obligations. 

The  watch  industry  was  largely  dependent  upon  the  rest  of 
Europe  as  its  best  customer.  Europe  is  too  poor  to  buy  watches, 
and  to  make  matters  worse,  in  the  cheaper  lines  the  competition 
of  Austria  and  Germany  is  beginning  to  threaten  serious  re- 
sults. The  embroidery  industry  cannot  compete  with  Belgium 
and  France,  nor  its  silk  industry  with  Italy  and  France. 
Europe,  its  best  customer  in  these  lines,  can  no  longer  buy. 
Germany  and  Czechoslovakia  are  looming  up  as  competitors  in 
machinery,  and  in  this  field,  too,  Europe  is  too  poor  to  buy. 
Swiss  chocolates  are  likewise  luxuries  too  expensive  for  her 
former  best  customers,  who  either  make  their  own  or  go  with- 
out. The  price  Switzerland  is  paying  for  membership  in  the 
aristocratic  circle  of  high-exchange  nations  is  industrial  de- 
pression and  commercial  disaster. 

Of  course,  the  analogy  between  Switzerland  and  the  United 
States  is  not  at  all  complete.  We  are  economically  self- 
sustaining.  We  have  a  surplus  of  foodstuffs  and  raw  ma- 
terials which  the  rest  of  the  world  needs  for  its  existence,  and 
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a  variety  of  manufactures,  some  of  which  part  of  the  world 
will  always  need.  But  in  so  far  as  we  manufacture  goods  in 
whicli  labor  costs  are  a  material  factor,  and  oflfer  these  goods 
for  sale  in  world  markets,  the  example  of  Switzerland  is  at 
least  instructive  and  furnishes  food  for  thought. 

By  way  of  summary,  these,  then,  are  the  fundamental  factors 
in  the  European  situation  which  we  must  have  clearly  in  mind 
in  planning  our  industrial  and  economic  future:  Political  in- 
stabilit}',  national  and  racial  jealousies  and  hatreds  largely 
due  to  an  unworkable  peace  treaty ;  a  dearth  of  working  capital 
and  a  loss  of  purchasing  power;  enormous  debts;  budgetary 
deficits;  wasteful  and  extravagantly  costly  governmental  ad- 
ministration; depreciation  in  the  actual  value  of  currencies 
due  to  enormous  inflation ;  a  great  need  of  foodstuflfs  and  raw 
materials  for  years  to  come,  and  for  the  moment  a  diminishing 
market  for  manufactured  products;  low  wages  made  relatively 
lower  by  exchange  conditions  and  a  huge  surplus  of  labor 
which  must  find  work,  migrate  or  starve ;  inability  to  pay 
present  debts,  and  little  likelihood  of  paying  future  debts  for 
some  time  to  come  in  either  gold  or  commodities  which  we  can 
afford  to  accept.  On  the  other  hand,  slow  but  sure  progress, 
industrially  and  socially;  a  great  improvement  in  the  spirit  and 
willingness  to  work,  an  understanding  and  appreciation  of  the 
problems  ahead,  and  a  gradual  getting  into  working  shape  of 
Europe's  industrial  machine;  an  improving  exchange  condition 
probable  in  the  majority  of  countries  which  will  make  long- 
term  and  permanent  capital  investments  \er\-  attractive  to 
American  investors. 

With  these  factors  before  us  we  may  perhaps  be  able  to 
draw  some  conclusions  as  to  needed  policies  and  action.  It 
seems  clear  that:  (i)  Amendment  of  our  immigration  laws  is 
immediately  needed  to  guard  against  the  influx  of  millions  of 
aliens,  many  of  whom  are  undesirables.  Failure  to  pass  re- 
strictive legislation  would  be  criminally  unfair  to  American 
labor.  (2)  Tariff  legislation  may  be  necessary  to  protect  not 
only  the  manufacturer,  but  the  laborer.  When  we  realize  that 
Europe's  one  method  of  present  payment  is  by  goods,  the 
seriousness  of  the  problem  is  seen.  No  arbitrar\-  and  inflexible 
tariff  law  should  be  passed.  It  may  be  necessary  that  the  key 
industries  of  this  country  be  protected  in  .so  far  as  their  pros- 
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perity  may  be  found  after  investigation  to  be  endangered.  The 
quantity  of  goods  available  for  our  market  should  be  sufficient 
seriously  to  affect  our  prices  before  the  bars  should  be  put  up. 
(3)  Our  tariff  should  be  adjustable  to  meet  conditions;  in  other 
words,  a  bargaining  tariff  under  a  broad  law  which  should 
permit  an  able  and  skilled  commission  with  executive  approval 
to  change  tariff  rates  with  different  countries  after  due  notice, 
hearing  and  investigation,  where  such  changes  will  benefit 
American  trade. 

To  enable  Europe  to  pay  for  our  foodstuffs  and  raw  ma- 
terials which  she  needs  in  her  work  of  rehabilitation,  we  must 
furnish  credits,  not  alone  commercial,  but  capital  credits.  To 
develop  new  markets  in  other  parts  of  the  world  we  must  make 
capital  investments.  Purchasing  power  of  new  markets  is 
built  up  by  the  development  of  resources  through  capital. 
Money  invested  in  building  railroads  in  China  means  orders 
for  railway  materials,  investments  in  loans  to  countries  and 
states  mean  orders  for  construction  materials.  We  have  talked 
much  about  foreign  investments,  but  our  income-tax  laws  keep 
the  rich  man  from  investing  and  the  savings  of  the  humble 
are  attracted  elsewhere.  Our  income-tax  laws  as  now  drawn 
penalize  saving  and  encourage  extravagance.  It  is  suggested 
that  the  new  revenue  act  be  so  drawn  as  to  put  a  premium  on 
saving  and  investment. 

Various  European  countries  have  made  it  advantageous  for 
capital  to  invest  in  their  securities.  Why  should  not  we  do  so? 
Why  not  amend  our  income-tax  laws  to  permit  the  exemption 
from  the  normal  tax  of  one-half  of  any  amount  of  the  year's 
income  saved  and  invested  in  certain  securities  in  which  should 
be  included  government  bonds  and  securities  issued  in  the 
furtherance  of  our  foreign  trade  and  investment  in  foreign 
securities  of  certain  kinds.  To  these  might  be  added  railroad 
and  public-utility  securities  and  bonds,  the  proceeds  of  which 
were  used  to  build  houses.  We  need  to  encourage  investments 
along  these  lines,  and  the  broader  the  market,  the  greater  the 
benefits  to  be  derived.  All  such  securities  should  be  held  for 
at  least  five  years  under  penalty  of  the  payment  of  the  tax  for 
the  year  for  which  exemption  was  claimed.  Such  securities 
should  be  registered  and  provisions  made  for  reinvestment. 
Normal  tax  exemption  is  urged  because  the  habit  of  thrift, 
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saving  and  sound   investment  is  so  badly  needed  among  the 
masses. 

The  government  would  lose  little  in  taxes,  and  this  would  be 
made  up  in  a  short  period  of  years  by  the  growth  in  wealth 
and  income  due  to  sound  investment.  Except  for  the  fact  that 
the  larger  part  of  the  revenue  comes  from  surtaxes  and  the 
government  needs  the  money  so  badly,  a  graduated  scale  might 
be  worked  out  applying  to  the  surtaxes.  It  would  be  difficult 
to  exaggerate  the  good  that  would  come  from  educating  a 
nation  of  investors  large  and  small.  While  there  may  be  pos- 
sibilities of  fraud  in  connection  with  such  a  law,  still  it  is  pos- 
sible to  safeguard  it  sufficiently  to  make  it  entirely  workable 
and  to  make  it  serve  its  great  purpose  as  an  incentive  to  save 
and  invest  in  channels  which  will  be  of  the  greatest  benefit  to 
the  nation. 

A  new  administration  takes  office  in  March.  It  has  serious 
work  ahead.  Of  greatest  importance  is  sound  and  construc- 
tive legislation  along  lines  that  will  protect  our  domestic  in- 
dustrial situation,  aid  in  the  upbuilding  and  development  of 
new  foreign  markets,  and  provide  sound  and  practical  assist- 
ance in  the  extension  of  needed  credits  to  Europe.  America 
is  the  richest  and  most  fortunate  of  nations ;  its  greatest  op- 
portunity is  just  before  it;  its  future  industrial  and  commercial 
prosperity  are  assured,  provided  that  at  this  critical  moment  it 
be  blessed  with  able  and  broad-visioncd  leadership. 
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A  TARIFF  POLICY  FOR  A  CREDITOR  NATION 

CONSIDERED  FROM  A  PROTECTIVE 

TARIFF  POINT  OF  VIEW 

EDWARD  N.  DINGLEY 
Editor  and  Author,  Washington,  D.  C. 

AT  the  outset  let  me  say  that  a  tariff  policy  cannot  be  de- 
termined by  the  phrase  "  creditor  nation  "  or  "  debtor 
nation",  for  the  reason  that  those  phrases  are  not 
positive  and  definite.  A  nation  cannot  be  a  "creditor  nation" 
or  a  "  debtor  nation"  wholly  for  the  same  reason  that  an  in- 
dividual cannot  be  a  creditor  or  debtor  wholly.  These  terms 
are  relative.  A  nation  may  be  a  creditor  to  one  nation  and  a 
debtor  to  another,  precisely  as  an  individual  is  a  creditor  to 
one  person  and  a  debtor  to  another.  Therefore  no  tariff  policy 
can  be  affirmed  on  any  such  hypothesis.  If  an  adequate  pro- 
tective tariff  is  sound  in  principle,  it  must  apply  to  all  industrial 
nations,  no  matter  what  their  balance  sheets  may  show.  If  a 
free  trade  or  low  tariff  policy  is  sound,  it  must  be  beneficial  to 
all  nations,  no  matter  what  the  temporary  showing  of  their 
books  may  be. 

The  "  creditor  nation "  theory  is  invented  by  those  who 
fundamentally  are  opposed  to  a  protective  tariff  of  any  sort. 
It  is  a  variation  of  the  ancient  and  long-exploded  theory  that 
trade  between  nations  is  nothing  but  barter,  and  that  a  nation 
must  receive  pay  for  its  exports  by  receiving  an  equal  amount 
of  imports — the  one  approximately  balancing  the  other.  Free 
trade  theorists  repeat  the  old  argument  that  a  nation  must  buy 
merchandise  if  it  expects  to  sell  merchandise,  that  a  large  bal- 
ance of  trade  in  favor  of  a  nation  is  a  bad  thing,  to  be  corrected 
by  larger  importations. 

On  September  23,  191 6,  the  New  York  Evenutg  Post  pub- 
lished an  article  by  a  Belgian  free  trader  who  reiterated  the  old 
free  trade  assumptions  that  "  economic  cooperation  of  peoples 
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is  the  fundamental  principle  of  international  morality";  that 
"  economic  morality  is  the  positive  and  essential  morality  indis- 
pensable to  harmony  in  international  intercourse  "  ;  that  "  the 
first  and  fundamental  manifestation  of  justice  and  morality  in 
human  relationship  is  freedom  to  exchange  things  necessary  to 
physiological  needs"  ;  that  the  "  establishment  of  artificial  eco- 
nomic frontiers  is  an  attack  on  international  law  and  order"; 
that  "  the  spirit  of  conquest  is  with  protection,  and  the  spirit  of 
cooperation  is  with  free  trade"  ;  and  finally  that  "  if  aggressive 
protection  continues  to  develop  among  the  nations,  there  is  no 
end  of  wars  in  sight  ".  Prof.  F.  W.  Taussig,  the  eminent  free 
trader  and  former  member  of  the  United  States  Tariff  Commis- 
sion, once  said:  "The  doctrine  of  free  trade,  however  widely 
rejected  in  the  world  of  politics,  holds  its  own  in  the  sphere  of 
intellect."  Such  familiar  free  trade  theories,  assumptions  and 
dogmas,  uttered  with  a  tone  of  finality  and  a  spirit  of  intoler- 
ance, will  not  stand  the  test  of  experience.  No  classroom 
formula,  no  textbook  theory,  can  take  the  place  of  what  prac- 
tical business  men  learn  and  know  bj'  experience.  They  are 
thoroughly  familiar  with  the  workshop,  the  payroll  and  bank 
credit. 

One  free  trade  theorist  writes  that  ''  commerce  or  trade 
[meaning  foreign  trade],  the  real  test  of  prosperity,  is  but  a 
form  of  barter".  This  is  not  true.  Commerce  and  trade  is 
not  mere  barter.  That  it  is  not,  accounts  for  its  tremendous 
growth.  Modern  methods  of  business  make  international  as 
well  as  domestic  trade  transfers  of  credits,  representing  the 
transfers  of  merchandise.  Bills  of  credit,  drafts,  cable  transfers 
and  finally  the  shipment  of  gold  to  stabilize  these  credits,  con- 
stitute the  foundations  of  international  commerce.  They 
operate  under  inflexible  laws,  regardless  of  tariffs.  Human 
wants  and  necessities  control  the  currents  of  international  trade. 
Nor  is  the  progress  and  prosperity  of  a  nation  measured  by 
what  it  sells  abroad,  but  rather  by  what  it  consumes  at  home. 
This  truth  is  exemplified  and  proved  by  the  mere  statement 
that  during  the  many  years  of  unparalleled  prosperity  in  the 
United  States  since  the  Civil  War,  eighty  per  cent  of  our  do- 
mestic merchandise  produced  and  manufactured,  was  consumed 
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right  here  at  home — in  our  own  country.  If  this  country  can- 
not prosper  now,  as  free  traders  claim,  without  a  larger  per- 
centage of  increase  in  exports,  how  is  the  prosperity  of  the 
United  States  during  the  last  six  decades  (with  a  few  notable 
exceptions)  accounted  for?  If  imports  must  be  consumed  in 
larger  quantities  in  order  to  secure  national  prosperity,  how  is 
the  prosperity  of  the  past  under  protection,  explained?  If  free 
trade  or  a  low  tariff,  which  is  the  same  thing,  is  the  only  policy 
that  will  stimulate  exports,  how  does  it  happen  that  our  ex- 
ports increased  from  $1,050  millions  in  1897  to  $2,204  millions 
in  1912 — all  under  the  policy  of  protection?  During  the  fiscal 
year  1920  exports  reached  the  enormous  sum  of  $8,100,000,- 
000  (stimulated  largely  by  the  war).  Our  free-trade  friends 
argue  that  excess  of  exports  must  be  paid  for  by  larger  im- 
ports— presumably  the  larger  the  exports  the  larger  must  be 
the  imports.  It  is  not  difficult  to  see  what  the  end  of  such  a 
programme  will  be — so  far  as  the  United  States  is  concerned. 

I  make  these  preliminary  observations  to  meet  the  familiar 
free-trade  arguments  relative  to  the  policy  of  protection,  in  its 
relation  to  foreign  trade  and  commerce,  and  likewise  to  get  a 
true  vision  of  international  trade  from  the  point  of  view  of  the 
protectionist.  The  free  trader  places  foreign  markets  first;  the 
protectionist  places  domestic  markets  first.  The  free  trader 
seeks  first  the  markets  of  the  world ;  the  protectionist  seeks 
first  the  home  market. 

The  war  and  the  tremendous  increase  in  foreign  trade,  has 
not  altered  fundamental  principles  or  changed  human  nature, 
as  many  free  traders  assume.  No  matter  whether  the  United 
States  is  a  "  creditor  "  or  a  "debtor"  nation,  the  principle  of 
protection  or  the  policy  of  free  trade  must  rise  or  fall  in  the 
scales  of  human  experience,  not  in  the  dictum  of  theory. 

First,  I  wish  to  examine  m(3re  carefully  this  phrase  "  a  cred- 
itor nation".  In  justification  of  a  low  tariff  or  free  trade,  it  is 
argued  that  since  the  war  in  Europe,  the  United  States  is  a 
great  creditor  nation,  and  that  other  countries  cannot  pay  their 
debts  owing  us,  unless  we  continue  a  low  tariff  or  make  it  still 
lower,  and  permit  foreign  countries  to  sell  us  more  goods,  re- 
gardless of  whether  they  are  competitive  or  non-competitive. 
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A  distinguished  New  York  economist  has  figured  it  out  that 
the  world's  debt  to  the  United  States  is  about  twelve  billion 
dollars.  Necessarily  many  of  his  figures  are  largely  estimates. 
I  have  attempted  to  procure  from  official  sources  in  the  Treas- 
ury Department  some  information  along  these  lines,  but  the 
officials  say  they  have  none.  However,  I  ascertained  from  the 
president  of  a  well-known  American  railroad  whose  office  is  in 
New  York  City,  that  on  January  31,  191  5,  there  were  $2,704,- 
402,000  in  American  railroad  securities  held  abroad.  Between 
that  date  and  January  31,  191 7,  $1  ,=5 18,590,000,  or  56  per 
cent,  were  returned  to  the  American  markets.  Of  course  these 
are  only  railroad  securities;  but  if  the  56  per  cent  return  rule 
holds  good  in  other  securities  (and  it  is  a  fairly  accurate  as- 
sumption), of  the  estimated  $5,000,000,000  we  owed  abroad 
in  191 3,  about  $2,800,000,000  has  been  returned  and  sold,  the 
balance,  about  $2,200,000,000,  still  remaining  drawing  interest 
or  dividends. 

Between  July  i,  1914  and  July  i,  1920,  six  fiscal  years,  the 
United  States  exported  merchandise  to  the  value  of  $34,400,- 
000,000,  and  imported  merchandise  to  the  value  of  $17,100,- 
000,000;  exported  gold  to  the  value  of  $1,500,000,000  and 
imported  gold  to  the  value  of  $1,900,000,000;  exported  silver 
to  the  value  of  $740,000,000  and  imported  silver  to  the  value 
of  $360,000,000.  It  is  estimated  that  during  this  period 
American  citizens  made  private  loans  or  investments  abroad 
amounting  to  $2,000,000,000. 

The  debit  items  during  this  period  are  estimated :  Alien 
hoards  in  this  country  $4,000,000,000  (on  the  authority  of  the 
Director  of  the  Department  of  Labor  in  July,  191 9)  ;  gold  de- 
posits of  foreign  countries  $740,000,000;  other  bank  credits 
$310,000,000;  interest  and  dividends  $200,000,000  annually 
or  $1,200,000,000  for  the  six  years;  tourist  expenses  $i.ooo.- 
000,000;  ocean  freights  $1,200,000,000;  insurance,  prcn.iunis 
and  commissions  $500,000,000. 

Total  cretlits.    .    .    .  *41,440.(MtO,O0O 
Totnl  .iebiux  ....     3a,310.0(X),(K)0 

Credit  balimce  .    .    .    fS.l;^0,n(H1.000— not  $12,000,000,000  ns  claimed. 
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Period  1914  to  1920 
(In  millions) 


Merchandise 

Gold        

Silver      

Foreign  investments 

Private  loans 

Alien  hoards 

Foreign  gold 

Bank  credits      

Interest  and  dividends 

Tourist  expenses 

Ocean  freights  

Insurance,  premiums  and  commissions. 


Cr. 


$41,440 


$34,400 

$17,100 

1,500 

1,900 

740 

360 

2,800 

5,000 

2,000 

4,000 

740 

310 

1,200 

1,000 

1,200 

500 

Dr. 


$33,310 


I  have  not  taken  into  consideration  at  all  the  nearly  $10,- 
000,000,000  credits  advanced  to  foreign  countries  during  the 
war,  of  which  Great  Britain  received  about  $4,277,000,000,  for 
the  reason  that  they  are  of  doubtful  value,  first  because  not 
even  the  interest  has  been  paid,  and  second  because  Great 
Britain  declines  to  pay  back  her  part  until  the  other  countries 
to  which  she  loaned,  pay  up.  Furthermore,  there  are  many 
indeterminate  credits  which  European  countries  claim  as  off- 
sets. For  the  present,  these  vast  credits  cannot  be  taken  into 
serious  consideration.  There  is  a  strong  probability  that  the 
great  bulk  of  them  will  be  written  off  as  "  war  losses  "  which 
the  people  of  the  United  States  will  have  to  bear.  As  the  fig- 
ures now  stand,  the  financial  transactions  of  the  United  States 
between  July  i,  1914  and  July  i,  1920,  so  far  as  foreign  coun- 
tries are  concerned,  show  that  the  United  States  is  a  creditor 
nation  to  the  extent  of  $8,130,000,000 — nominally. 

But  creditor  to  whom?  A  creditor  to  the  rest  of  the  world. 
Yet  the  United  States  is  not  a  creditor  to  all  countries  with 
which  it  trades.  During  the  six  years  (1914  to  1920),  the 
United  States  was  a  creditor  nation  to  Europe  and  North 
America,  but  a  debtor  nation  to  South  America,  Asia-Oceanica 
and  Africa.     Therefore,  as  I  stated  at  the  outset,  it  is  inaccu- 
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rate  to  say  that  the  United  States  in  its  foreign  trade  and  for- 
eign financial  relations,  is  a  creditor  nation  wholly.  Here  are 
the  figures : 

Pekiou  1!J14  TO  1920 
(In  luillionH) 


Imports. 

£z  porta. 

Euroj)e 

North  Anieiicii 

South  .\ineric'-;i 

$3,o82 
4,610 

2. 873 

4.:i8r) 

384 

$20,004  plus. 
.5.844  plus. 
1  .•"iC)  minus. 

A.sia-Ofcanica 

2.932  minus. 

Africa 

328  minus. 

The  United  States  has  been  a  "  creditor  nation  ",  if  by  that 
is  meant  excess  of  exports  over  imports,  every  year  from  1874 
to  1920,  with  the  exception  of  three  years — 1875,  1888  and 
1889.  Nevertheless  it  was  a  creditor  nation  to  some  nations 
and  a  debtor  nation  to  others. 

Everybody  knows  that  the  tremendous  excess  of  exports 
over  imports  of  merchandise  during  the  last  six  years,  was  due 
to  the  European  war.  Our  export  trade  began  to  assume  large 
proportions  in  191  5.  Imports  of  gold  did  not  square  accounts, 
yet  there  was  no  uneasiness  since  it  was  known  that  Europe 
was,  at  least  temporarily,  fortified  by  the  large  amounts  of 
credits  and  American  securities  sent  abroad  for  many  years,  to 
pay  for  interest  dues,  alien  hoards,  tourist  expenses  and  freights. 
In  191 3.  it  was  estimated  that  these  debts  sent  abroad  amounted 
to  $1,400,000,000  a  year.  Lloyd  George  boasted  that  Eng- 
land would  finance  the  war  out  of  her  foreign  investments. 
Little  or  no  American  cash  went  into  foreign  loans  in  191 7  or 
after.  They  were  credits  offset  largely  by  European  invest- 
ments in  the  United  States,  technicallj'  called  "  the  invisible 
balance".  English  bankers  were  making  private  loans  in  the 
United  States,  it  is  authoritatively  stated,  when  the  United 
States  Government  was  making  loans  to  the  Allies.  Canadian 
and  English  bankers  were  placing  large  credits  in  New  York, 
and  money  rates  were  lower  in  London  than  in  New  York. 
It  is  not   reasonable  to  suppose  that,  after  financing  our  own 
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war,  we  had  a  surplus  of  nearly  $10,000,000,000  to  invest  in 
foreign  loans. 

The  war  cost  the  United  States  $32,000,000,000  including 
the  credits  to  foreign  countries,  or  $22,600,000,000  net. 
Charging  off  the  credits  to  foreign  countries  as  "  war  losses  ", 
what  do  the  figures  show? 

Ordinary  receipts  July  1.  1917  to  July  1,  1919    .    .    $5,200,000,000 
Raceipts  from  bonds  and  notes  etc 19,400.000,000 

Total $24,600,000,000 

Cost  of  war  est • 22,600.000,000 

Balance $2,000,000,000 

The  net  balance  during  these  two  years  was  reduced  materi- 
ally by  ordinary  expenses,  cost  of  collection,  advertising  and 
many  other  items.  The  balance  between  the  net  receipts  for 
the  two  war  years  and  the  cost  of  the  war  was  not  more  than 
$2,000,000,000,  under  the  most  liberal  estimates.  Where 
did  the  United  States  get  the  ten  billion  credits  claimed  to  have 
been  advanced  to  foreign  countries?  The  surplus  was  not 
large  enough  by  at  least  seven  billion  dollars.  This  demon- 
strates that  the  United  States  is  not  the  "  creditor  nation  "  to 
the  extent  claimed. 

The  fact  that  no  interest  has  been  paid,  and  no  great  effort 
is  being  made  to  collect,  is  an  indication  that  these  large  credits 
were  offsets — not  cash  advances,  except  in  some  instances. 
There  were  some  credits  for  food  supplies  to  countries  having 
no  credits  in  this  country,  but  not  many.  Therefore  the  nearly 
$10,000,000,000  advanced  is  not  a  very  good  credit.  It  does 
not  make  the  United  States  a  creditor  nation  to  that  extent. 

If  the  foreign  trade  of  the  United  States  during  the  six  years 
— 1914  to  1920 — was  normal  and  healthy,  why  did  not  gold 
come  into  the  country  sufficient  Xo  balance?  On  the  contrary 
in  19 1 9,  there  were  large  exports  of  gold,  resulting  in  a  money 
panic  in  November  of  that  year.  Call  money  went  up  to  20 
per  cent.  The  New  York  Evening  Post  said  :  "  The  country 
has  for  a  year  past  been  exporting  more  gold  than  it  has  im- 
ported, and  it  has  been  increasingly  difficult  to  maintain  the 
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Federal  Bank  reserves."  The  Federal  Reserve  Board  had  the 
power  to  check  the  export  of  gold,  but  it  did  not  exercise  it, 
for  the  reason  that  little  gold  belonged  to  the  bank  or  the  gov- 
ernment. The  Federal  Reserve  Bank  faced  an  export  of  gold 
and  a  panic  the  first  seven  months  of  191 4,  and,  but  for  the 
war  and  a  gold  pool,  there  would  have  been  serious  trouble. 
In  19 1 9,  when  our  exports  to  Europe  were  the  highest,  gold 
exports  increased  rapidly.  Where  did  they  go?  To  pay  for 
imports  from  the  Orient  and  South  America,  where  we  were  a 
"  debtor  nation  ".  In  the  fiscal  year  ending  June  30,  1920,  we 
exported  $460,000,000  in  gold.  The  great  bulk  went  to 
Argentina,  Japan,  Hongkong  and  China.  Of  the  $150,000,000 
in  gold  imported,  most  of  it  came  from  England,  Canada  and 
Hongkong.  Practically  all  of  our  stock  of  gold  belonged  to 
foreigners  or  was  exported  to  the  Orient  or  South  America. 

If  we  are  a  "  creditor  nation  "  to  such  an  extent  as  to  compel 
us  to  invest  in  foreign  securities  to  balance  accounts  and  to  en- 
able foreign  countries  to  sell  us  still  larger  amounts  of  mer- 
chandise, why  did  we  export  nearly  $300,000,000  in  gold  in 
the  calendar  year  1919,  when  the  trade  balance  in  our  favor 
was  $4,467,000,000?  Trade  balances  may  be  in  our  favor,  but 
balances  of  payments  may  not  be.  According  to  the  New 
York  Evening  Post,  the  money  situation  in  New  York  during 
February,  1920,  was  the  worst  in  many  years,  "  due  to  exports 
of  gold";  yet  the  balance  of  trade  was  largely  in  our  favor. 
Trade  balances  were  settled  with  those  "  invisible  credits  "  which 
cut  such  a  large  figure.  Balances  of  trade  do  not  necessarily 
measure  our  credits.  They  form  no  measure  of  our  ability  to 
invest  in  foreign  securities.  They  are  no  indication  that  im- 
ports must  be  stimulated  to  reach  a  safe  balance. 

Thus  it  is  reasonably  certain  that  even  the  apparent  credit  of 
$8,1 30,000,000  at  the  close  of  the  six  years'  transactions  on 
July  I,  1920,  is  too  large  an  estimate."  The  foreign  debt  due 
the  United  States  is  not  so  great  as  to  cause  undue  anxiety.  If 
the  United  States  Treasury  is  not  worried,  free-traders  need 

'  The  Secretary  of  the  Trea-^iiry  esitimales  tins  creilit  balance  wa.s  between  .T  and 
3i  billion  dollars  in  Scptt-mbtT,  1<»20.     Sec  1920  litpnrl,  p.  77. 
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not  urge  the  necessity  of  larger  imports  of  merchandise  to  bal- 
ance the  debt. 

In  the  face  of  these  conditions  it  is  said  by  the  free  traders 
that  our  imports  must  increase  to  save  the  nation  and  permit 
foreign  countries  to  pay  their  debts.  By  foreign  countries  they 
mean  Great  Britain,  France,  Italy,  Belgium,  Czechoslovakia, 
Greece,  Rumania  and  Serbia.  To  all  other  foreign  countries  we 
have  been  a  debtor  nation. 

Of  the  eight  countries  mentioned,  only  four  may  be  con- 
sidered seriously — perhaps  only  three — Great  Britain,  France 
and  Belgium — unless  Germany  may  be  rehabilitated  indus- 
trially more  rapidly  than  is  anticipated. 

For  the  nine  months  of  1919  and  1920,  imports  of  merchan- 
dise from  these  countries  were  : 

1919  1920  (In  millions) 

Great  Britain 177.7  434.0 

France 73.2  130.0 

Belgium 2.9  35.8 

Germany  ....        2.7  67.7 

The  increase  in  imports  has  been  from  200  per  cent  to  1,200 
per  cent.  However,  the  largest  imports  (with  the  exception 
of  Great  Britain)  were  from  the  Orient:  China,  105.8  and  169. 9 
millions,  and  Japan,  272.3  and  366.1  millions  in  1919  and  1926 
respectively.  Are  not  these  increases  in  imports  sufficient  to 
cause  anxiety  on  the  part  of  protectionists,  as  well  as  other 
Americans? 

Is  our  balance  of  trade  with  Europe,  in  our  favor,  too  large? 
If  so,  should  exports  be  reduced  or  imports  increased?  The 
low  rate  of  exchange  in  Europe  discourages  exports  to,  and 
encourages  exports  from,  Europe.  The  English  pound  is 
worth  today,  in  American  money,  about  $3.45  ;  the  French 
franc  about  $.06;  the  German  mark  about  $.015.  English, 
French  or  German  merchandise  can  be  purchased  with  depreci- 
ated money  of  those  countries,  sent  to  the  United  States,  the 
duty  paid,  and  the  proceeds  in  American  money  turned  back 
into  foreign  depreciated  money,  yielding  a  handsome  profit  to 
the  foreigner  or  importer.  Hon.  Leslie  M.  Shaw  offers  this 
illustration :   "  Before  the  enactment  of  the  present  tariff  law, 
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the  German  merchant  (or  his  importing  agent  in  this  country) 
who  brought  to  America  merchandise  worth  in  the  German 
market  the  equivalent  of  $ioo  in  our  money,  paid  an  average 
duty  of  nearly  23  per  cent  into  the  Treasury  of  the  United 
States,  and  was  able  to  return  to  Germany  with  a  little  over 
300  marks,  minus  freight  and  commissions.  Under  present 
conditions,  he  can  bring  to  America  German  goods  worth  in 
his  market  the  same  equivalent,  pay  his  tariff  duty  of  6h  per 
cent,  sell  in  our  market,  exchange  it  for  marks,  and  return  with 
nearly  or  quite  3,000  marks.  Had  it  not  been  for  the  German 
embargo  on  foodstuffs,  the  importers  of  German  wheat  into 
the  United  States  could  have  made  a  handsome  profit."  Free 
traders  and  internationalists  figure  that  this  low  rate  of  ex- 
change will  bring  large  quantities  of  foreign  merchandise  to 
our  shores,  thus  enabling  Europe  to  buy  of  us  what  she  must 
have.  They  fail  to  see  that  if  America  imports  from  Europe 
a  year's  supply  of  merchandise,  American  labor  will  be  thrown 
out  of  employment.  This  is  what  is  taking  place  now.  A 
protective  tariff  is  needed  to  save  the  United  States  from  in- 
dustrial stagnation. 

Illustrating  the  present  tendency  toward  free  trade  and  in- 
ternationalism, and  the  utter  failure  on  the  part  of  some  high 
government  official  to  approach  the  vital  problems  along  Amer- 
ican lines,  let  me  quote  from  a  statement  issued  by  the  Federal 
Reserve  Board  only  five  days  ago,  touching  what  it  character- 
izes as  "  a  return  to  the  normal  economic  basis  of  international 
and  industrial  life".     The  Board  says  in  substance: 

The  slowing  down  of  the  export  trade  of  the  United  States  during  the  year 
is  attributed  in  some  measure  to  the  exchange  situation,  which  has  steadilj 
deteriorated.  American  exports  seem  to  be  closely  conditioned  upon  th« 
volume  of  imports,  and  warrant  the  inference  that  there  should  be  a  larger 
movement  of  goods  into  the  United  States  as  a  result  of  the  extensive  credits 
u'riinte<l  foreign  countries. 

In  other  words  it  is  urged  that  American  industries  should 
be  crippled  still  further  by  larger  imports,  whereas  imports  this 
year  will  reach  nearly  $6,000,000,000,  and  unemployment  is 
on  the  increase !  The  actual  net  credits  granted  foreign  coun- 
tries are  not  sufficiently  large  to  warrant  an  increase  of  imports 
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beyond  the  already  stupendous  figure  of  six  billion  dollars  ! 
The  total  domestic  exports  of  raw  materials,  foodstuffs  and 
food  animals  for  the  ten  months  ending  October  30,  1920,  were 
$1,600,000,000.  The  export  of  domestic  manufactured  goods 
for  the  same  period  were  $2,600,000,000 — nearly  $500,000,000 
more  than  a  year  ago.  Imports  of  raw  materials  and  food 
products  during  the  same  period  were  valued  at  $1,500,000,000 
and  imports  of  manufactured  goods  were  valued  at  $757,000,- 
000.  Certainly  the  problem  of  national  prosperity  and  safety 
is  not  solved  by  such  enormous  exports  and  correspondingly 
large  imports. 

Free  traders  contend  that  if  exports  increase,  imports  must 
increase  in  the  same  proportion.  Yet  the  exports  for  the  ten 
months  of  1920  exceeded  the  exports  for  the  ten  months  of  19 19 
by  $700,000,000,  while  the  imports  for  the  ten  months  of  1920 
exceeded  the  imports  of  1919  by  only  $330,000,000.  But  im- 
ports must  increase  proportionately  with  the  exports,  to  har- 
monize with  the  free  trade  theory. 

It  is  certain  that  the  enormous  increase  in  exports  to  Europe 
must  decline  soon.  Artificial  stimulation  of  exports  may  prove 
a  peril.  If  exports  are  forced  to  the  point  of  non-absorption 
or  non-payment,  simply  for  the  sake  of  finding  foreign  markets 
for  American  merchandise,  there  is  a  day  of  reckoning  ahead' 
that  bodes  no  good.  Somebody  must  pay  for  this  merchandise 
— either  the  European  consumer  or  the  American  investor  in 
these  foreign  securities.  But  will  not  these  American  investors 
meet  their  own  credits  coming  back  in  the  shape  of  European 
merchandise  in  competition  with  similar  American  merchandise? 
If  such  importations  of  European  merchandise  interfere  with 
or  check  American  production,  every  American  citizen  invest- 
ing in  European  credits  will  feel  the  blight.  Extension  of 
credits  to  foreign  countries  through  the  so-called  Edge  bill  will 
do  mors  harm  than  good  if  not,  accompanied  by  a  restoration 
of  protection. 

It  is  argued  by  the  free  trader  and  the  man  who  seeks  first 
the  "  markets  of  the  world  ",  that  this  country  has  been  and  is 
producing  a  large  surplus  which  it  must  sell  abroad.  How  can 
there  be  any  such  thing  as  a  surplus  when  in  the  ten  months  of 
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this  calendar  year,  we  imported  foreign  merchandise  to  the 
value  of  $4,692,000,000?  Our  imports  of  foreign  merchandise 
will  exceed  $6,000,000,000  this  year.  What  are  some  of  the 
principal  imports?  Animals,  breadstuffs,  raw  cotton,  manu- 
factures of  cotton,  fish,  glass  and  glassware,  machinery,  iron 
and  steel,  leather  and  manufactures  of  leather,  dairy  products, 
meats,  vegetable  oils,  manufactures  of  silk,  sugar,  toys,  wheat, 
manufactures  of  wood,  wool  and  manufactures  of  wool.  Nearly 
all  of  this  merchandise  is  in  competition  with  similar  American 
merchandise. 

Protection  Must  be  Ri'storcd 

There  are  two  fundamental  reasons  why  an  adequate  protec- 
tive tariff  should  be  restored  by  Congress.  One  is  that  the 
balance  of  trade  in  our  favor  is  sure  to  turn  against  us,  if  the 
present  rate  of  increase  in  importations  is  maintained.  When 
that  time  comes  there  should  be  ready  at  hand  and  prepared' 
a  highly  developed  home  market.  One  thing  contributing  to 
the  great  volume  of  exports  is  the  under-consuming  power  of 
the  American  people  due  to  a  let-down  after  the  fever  of  the 
war,  unemployment,  and  the  steady  decline  in  prices  as  well  as 
wages.  Many  American  mills  and  factories  are  running  on 
short  time  or  are  shut  down,  because  of  lack  of  orders.  This 
means  unemployment.  To  add  to  the  calamity,  foreign  mer- 
chandise is  flooding  the  American  markets  and  supplanting 
American  goods.  The  wool  and  woolen  industry  is  flat.  The 
cotton  and  cotton  manufacturing  trade  is  hard  hit.  The  free 
trader  says:  Cultivate  foreign  markets;  build  ships  and  send 
American  merchandise  to  every  country  on  the  globe.  The 
protectionist  says  :  Check  the  importation  of  foreign  competitive 
merchandise,  keep  our  own  mills  and  factories  running  and 
employ  American  labor.  When  the  purchasing  power  of  the 
American  wage-earner  is  restored  and  unemployment  checked, 
there  will  be  less  surplus  to  send  abroad.  Take  care  of  the 
home  markets  first.  It  is  well  to  observe  that  free  traders  or 
internationalists  fear  that  a  continuance  of  Europe's  adverse 
balance  of  trade  with  the  United  States  may  bring  about  dis- 
astrous results.     The  situation  in  Europe  is  very  similar  to  the 

(170) 


No.  2]  A  TARIFF  POLICY  FOR  A  CREDITOR  NATION  27 

situation  in  the  United  States  during  and  after  the  Civil  War. 
From  i860  to  1876  with  one  exception  (1875)  the  balance  of 
trade  was  against  the  United  States,  and  gold  was  exported  in 
large  quantities.  Steady  production,  the  policy  of  protection 
and  the  resumption  of  specie  payments,  turned  the  tide,  and 
from  1876  the  balance  of  trade  was  in  favor  of  the  United 
States.  Now  that  Great  Britain  has  turned  toward  the  policy 
of  protection,  it  may  be  that  the  balance  will  be  more  favor- 
able to  her. 

Free  traders  well  might  take  a  leaf  from  British  history. 
Soon  after  the  Napoleonic  wars,  Great  Britain  started  out  to 
capture  the  markets  of  the  world.  She  succeeded,  but  also  she 
succeeded  in  wrecking  the  industrial  stamina  and  morale  of 
England.  Under  free  trade  Great  Britain  sacrificed  her  indus- 
trial population,  and  sapped  the  life-blood  out  of  her  wage- 
earners,  until  the  whole  industrial  part  of  the  country  was 
anemic.  Wages  were  low.  Poverty  was  wide-spread.  Her 
agriculture  was  neglected  for  the  markets  of  the  world.  Eng- 
land apparently  prospered  until  1914,  when  she  found  herself 
face  to  face  with  war.  On  the  one  hand  was  an  impoverished 
industrial  population,  on  the  other  a  powerful  enemy,  Eng- 
land was  forced  to  promise  her  wage-earners  emancipation  from 
starvation  wages  or  they  would  not  fight  for  the  realm.  Lloyd 
George  capitulated.  In  191 7  free  trade  England  stood,  as 
General  Haig  expressed  it,  with  her  back  against  the  wall. 
Then  powerful,  protection  America  came  to  her  rescue,  saved 
England,  Europe  and  Anglo-Saxon  civilization.  The  industrial 
and  economic  strength  of  the  United  States  under  a  policy  of 
protection,  won  the  war.  Is  the  United  States  prepared  to  re- 
peat the  mistake  of  free  trade  England,  and  sacrifice  her  home 
markets,  her  domestic  wage-earners,  on  the  altar  of  "  the  mar- 
kets of  the  world  "  ?  It  is  as  certain  as  that  the  sun  will  rise 
tomorrow,  that  if  the  United  States  permanently  abandons  the 
policy  of  protection  and  launches  upon  an  international  policy 
of  "  world  markets  "  above  all  else,  in  less  than  a  decade  there 
will  be  no  such  thing  as  an  American  standard  of  wages  or  an 
American  standard  of  living.  But,  says  the  free  trader  or  low- 
tariff  advocate,  since  the  war,  wages  in  Europe,  especially  Eng- 
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land,  have  advanced  to  the  American  standard.  Have  they? 
Then  the  official  reports  of  the  United  States  Bureau  of  Labor 
are  false.  I  have  made  a  study  of  these  reports  for  the  past 
eight  months,  and  find  that  European  wages  are  still  about  one- 
half  or  two-thirds  of  American  wages,  while  wages  in  Japan  are 
about  one-tenth  the  wages  in  the  United  States. 

If  American  manufacturers  and  producers  are  to  go  out  into 
the  markets  of  the  world,  they  must  meet  the  cost  of  produc- 
tion in  the  lowest  industrial  country  so  far  as  competitive  mer- 
chandise is  concerned.  It  is  perfectly  obvious  what  that  means 
— to  American  labor.  The  free  trader  or  low-tariff  man,  argues 
that  the  policy  of  protection  is  sectional — it  benefits  the  indus- 
trial east  alone.  Nothing  of  the  sort.  It  benefits  the  great 
middle  west  teeming  with  industrial  cities.  It  benefits  the 
south  with  its  growing  factories.  It  benefits  the  farmer,  for  it 
gives  him  the  best  market  in  the  world — the  home  market. 
Farmers  should  bear  in  mind  that  under  the  policy  of  protec- 
tion from  80  to  90  per  cent  of  our  domestic  wheat  is  consumed 
at  home,  and  from  90  to  95  per  cent  of  our  domestic  corn. 
This  is  in  normal  times.  The  farmers  of  the  country,  and 
representatives  of  farm  organizations,  growers  of  wool  and  cot- 
ton, are  besieging  Congress  and  asking  for  relief  from  low 
prices  and  stagnant  markets  or  no  markets  at  all.  They  want 
the  War  Finance  Corporation  to  be  put  in  operation  to  help 
keep  up  prices  and  aid  the  farmers  in  their  dilemma.  It  is  an 
unfortunate  situation,  but  a  revival  of  the  War  Finance  Corpo- 
ration will  bring  only  temporary  relief,  if  any.  This  corpora- 
tion will  be  compelled  to  borrow  money  of  the  United  States 
government  or  treasury,  and  lend  it  to  the  banks  and  exporters 
of  farm  products. 

Since  the  war  the  government  has  retired  from  the  banking 
business  (except  in  so  far  as  the  Federal  Reserve  System  is  a 
government  agency)  and  should  remain  retired.  Is  it  good 
business  for  the  United  States  government,  already  burdened 
with  a  tremendous  debt  and  facing  a  large  deficit,  to  add  to 
that  debt  and  increase  the  burdens  of  the  whole  people?  Of 
course  farm  products  are  declining  in  price  just  as  everything 
else  is  declining,  or  will  decline  soon.     It  is  the  national    re- 
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cuperation  after  the  war  fever.  Declining  prices  is  only  an- 
other way  of  stating  that  the  purchasing  power  of  the  Ameri- 
can dollar  is  being  restored  slowly.  The  rise  in  prices  during 
the  last  six  years  demonstrates  clearly  that  protection  does  not 
increase  prices  and  that  the  tariff  is  not  a  tax  on  the  consumer. 
We  have  had  a  low  tariff  since  191 3,  yet  prices  have  advanced 
to  an  unparalleled  degree,  and  the  cost  of  living  has  soared  to 
the  highest  point  ever  reached.  Supply  and  demand  operates 
always ;  and  in  the  case  of  farm  products,  the  supply  in  the 
United  States  has  increased  while  the  purchasing  power  of  the 
people  has  declined.  Large  imports  of  wool,  cotton,  wheat 
and  all  sorts  of  foreign  farm  products,  have  met  the  American 
products  in  a  weak  or  declining  domestic  market.  What  is  the 
remedy?  A  reduction  in  the  supply  by  checking  imports  of 
competing  foreign  products. 

America  is  attempting  to  build  up  a  merchant  marine.  The 
government  has  spent  more  than  three  billion  dollars  in  this 
venture,  and  the  problem  is  not  yet  solved.  Why?  Because 
thus  far  the  policy  of  the  government  has  been  that  of  free 
trade  in  the  ocean-carrying  business.  With  its  large  invest- 
ment and  its  many  ships,  both  leased  and  operated  by  the 
United  States  Shipping  Board,  the  government  is  losing  money, 
because  it  is  in  competition  with  the  ships  of  the  world.  The 
policy  of  protection  by  discriminating  duties  and  tonnage  dues, 
is  the  only  policy  that  will  permanently  restore  our  merchant 
marine  on  the  high  seas,  and  make  voyages  profitable.  The 
policy  of  protection  on  land  will  give  outward  cargoes  to  our 
own  ships;  discriminating  dues  and  import  duties  will  assure 
them  return  cargoes.  America's  coastwise  trade  is  prosperous 
because  it  is  protected  from  foreign  competition. 

"  Adequate  protection  "  not  "  a  high  tariff  "  is  the  correct 
phrase  to  use.  The  amount  of  the  import  duty  must  be  de- 
termined by  costs  of  production  at  home  and  abroad.  Since 
80  per  cent  of  the  cost  of  production  usually  is  labor,  the  pro- 
tective tariff  becomes  a  matter  of  wages;  for  despite  all  claims 
to  the  contrary,  wage-earners  are  the  greatest  beneficiaries  of 
that  policy.  Whether  the  United  States  is  temporarily  a  cred- 
itor nation  to   England   and  to   France,  or  a  debtor  nation  to 
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Argentina  and  Japan,  makes  no  difference;  neither  condition 
has  anything  to  do  with  the  fundamental  principle  of  protec- 
tion. 

The  only  new  and  serious  factor  entering  the  problem  of 
tariff-making  arising  out  of  the  war,  is  the  low  rate  of  exchange 
which  makes  the  cost  of  production  in  foreign  competitive 
countries  so  low,  when  measured  in  gold,  as  to  practically 
nullify  a  protective  tariff.  Some  plan  should  be  devised  to 
overcome  this. 

Protection  as  a  principle  does  not  interfere  with  profitable 
foreign  trade.  It  takes  no  accounts  of  credits  or  debits  with 
the  several  nations  of  the  world.  It  does  not  seek  to  check 
imports  unless  such  imports  supplant  similar  domestic  mer- 
chandise and  rob  the  domestic  wage-earners  of  an  opportunity 
to  produce  the  same  merchandise,  thereby  earning  a  livelihood. 
Protection  seeks  to  promote  exports,  for  it  pays  back  to  the 
importer,  all  but  one  per  cent  of  the  duty  he  has  paid  on  for- 
eign merchandise  re-exported. 

Protection  is  a  source  of  revenue,  notwithstanding  the  nation 
now  talks  only  in  billions.  Revenue  from  customs  has  been 
averaging  about  $250,000,000  annually.  There  is  no  reason 
why  customs  receipts  should  not  be  doubled — perhaps  more — 
with  little  or  no  diminution  in  the  volume  of  competitive  im- 
ports. If  $500,000,000  or  $600,000,000  is  raised  from  cus- 
toms, that  amount  in  direct  taxation  can  be  eliminated. 

Let  me  recapitulate  my  argument: 

I — A  favorable  balance  of  trade  does  not  necessarily  mean  a 
corresponding  favorable  credit. 

2 — Abnormal  exports  induce  abnormal  imports,  under  a  low 
tariff. 

3 — The  prosperity  of  a  nation  is  measured,  not  by  what  it 
sells  abroad,  but  by  what  it  produces  and  consumes  at  home. 

4 — Under-consuming  power  of  our  people,  and  abnormal 
imports,  arc  the  economic  evils  today. 

5 — The  remedy  is  a  checking  of  competitive  imports  by  ade- 
quate protection. 

6 — Then  will  follow  a  restoration  of  employment,  larger  con- 
suming power  among  our  people,  and  a  home  market  belter 
than  anv  forciiMi  market. 
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7 — Such  a  programme  will  not  interfere  with  normal  exports, 
nor  check  profitable  imports.  It  will  bring  normal  and  per- 
manent prosperity  at  home — the  spot  in  which  we  should  be 
interested  the  most. 

The  policy  of  protection  appeals  to  the  sentiment  of  patriots, 
the  logic  of  human  events  and  the  necessities  of  life.  It  is  a 
broad  and  national  application  of  a  great  principle  laid  down 
in  the  Mayflower  Compact,  the  Declaration  of  Independence, 
the  Federal  Constitution  and  the  Monroe  Doctrine.  It  has 
stood  the  test  of  time  and  experience. 

The  tariff  policy  of  the  United  States  should  be  such  as  to 
give  our  domestic  manufacturers,  producers  and  wage-earners, 
the  benefit  which  comes  from  home  industries  and  home  mar- 
kets. Such  a  policy  is  not  one  of  "  splendid  isolation".  The 
United  States  commercially,  never  has  been  and  never  can  be, 
in  a  position  of  "  splendid  isolation  ".  Foreign  trade  has  pro- 
gressed under  protection  as  well  as  free  trade,  under  debit  as 
well  as  credit  conditions.  Such  a  policy  is  not  a  burden  on  the 
consumer,  since  all  are  producers  or  consumers,  unless  prison- 
ers or  drones.  Every  country,  in  the  long  run,  must  produce 
more  than  it  consumes  or  travel  straight  toward  bankruptcy. 
Protection  encourages  production ;  free  trade  encourages  con- 
sumption. 

Often  it  is  said  that  nationalism  is  the  cause  of  wars,  the  false 
note  in  human  brotherhood  and  a  synonym  for  selfishness. 
On  the  contrary  it  is  true  Americanism.  When  the  spirit  of 
nationalism  disappears,  the  world  is  on  a  decline.  When 
nationalism  falls,  the  nation  falls.  Let  me  quote  from  an  ex- 
cellent article  on  "  The  Significance  of  Nationalism  ",  by  a  dis- 
tinguished educator  and  real  American.  He  says :  "  Nation- 
alism has  its  faults,  yet  it  has  been  the  greatest  inspiring, 
transforming  force  in  history.  It  promulgates  religions,  trans- 
forms national  habits  into  great  ethical  systems;  it  immortalizes 
language,  gives  sacredness  to  literature,  inspires  poetry,  sets 
throbbing  the  harp-strings  of  a  people's  melodies.  " 

The  policy  of  adequate  protection  is  nationalism  translated 
into  terms  of  economic  science. 
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A  TARIFF  POLICY  FOR  A  CREDITOR  NATION 
FROM  A  LOW  TARIFF  POINT  OF  VIEW 

EDWIN  F.  GAY 
Preeident,  New  York  Evening  Post,  Inc. 

THE  tariff  has  always  been  greatly  exaggerated,  both  by 
its  defenders  and  by  its  opponents.  The  burden  of 
a  tariff  is  no  heavier,  if  as  heavy,  on  a  prosperous 
nation  than  the  enormous  wastes  in  production,  distribution 
and  consumption  which  we  tolerate  constantly  in  our  economic 
processes. 

A  tariff  undoubtedly  influences  the  general  economic  de- 
velopment of  a  country.  It  may  reinforce  or  deflect  the  gen- 
eral movement  of  existing  economic  tendencies.  I  think  the 
observers  of  our  economic  history  are  willing  to  admit  that 
the  protective  tariff  system  has  certainly,  notably  in  individual 
industries,  assisted  in  developing  a  considerable  degree  of  in- 
dustrial diversification  in  the  United  States.  Students  of  the 
economic  history  of  England  point  out  that  its  free-trade  policy 
has  undoubtedly  caused  a  serious  deflection,  so  to  speak,  of  its 
economic  life,  in  the  direction  of  a  shipping  policy  and  a  large 
coal-export  policy. 

The  tariff  has  such  an  influence,  but  it  is  not  so  important 
in  the  general  organization  and  dcveloj)ment  of  an  industrial 
society  as  certain  other  more  fundamental  economic  factors., 
such  as  the  character  of  natural  resources,  enterprise,  invention 
and  organizing  capacity.  One  chief  reason  why  the  tariff  has 
always  played  such  an  exaggerated  part  in  the  national  thought 
has  been  the  fact  that  it  is  always  in  the  center  of  political 
controversy.  As  a  matter  of  fact,  any  protective  tariff  system 
— I  may  say  even,  any  free-trade  system — cannot  be  taken  out 
of  politics.     There  is  no  such  thing  as  a  scientific  tariff. 

A  tariff  has  too  much  to  do  with  the  vital  interests  of 
classes,  of  great  sections  of  a  communit)' ;  it  is  bound  up  in 
the  economic  and  social  life  of  a  country  in  such  a  fashion  that 
it  cannot  be  taken  out  of  politics.  The  tariff  policy  of  a  coun- 
try alwavs  reflects  the  balance  of  its  economic  and  social  forces, 
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agricultural  or  industrial  interests,  or  the  balance  as  between 
one  type  and  group  of  industries  and  another. 

A  tariff  policy  once  established  may  have  its  details  worked 
out  in  a  much  more  scientific  fashion  than  we  as  a  nation 
have  been  accustomed  to  work  them  out.  Such  may  be  among 
the  functions  of  a  tariff  board  or  commission,  but  neither  in 
the  past  nor  the  future  can  a  tariff  board  or  commission  lay 
down  the  basic  tariff  policy  for  a  country.  That  is  a  political 
matter  and  will  be  left  to  the  politicians  to  settle,  as  repre- 
senting the  conflict  of  interests  in  the  country.  It  follows 
from  this  that  the  situation  in  this  country  today  cannot  be 
handled  from  the  standpoint  of  pure  theory;  it  must  be  treated 
as  an  economic-political  problem. 

The  political  controversy  which  has  raged  on  the  tariff  has 
helped  to  obscure  certain  simple  facts  in  the  situation.  Ever 
since  economics  passed  out  of  the  stage  of  crude  mercantilism 
at  the  close  of  the  eighteenth  century ;  in  other  words,  as  soon 
as  men  commenced  to  reflect  upon  the  facts  of  economic  life 
and  pierced  somewhat  below  the  surface  to  more  underlying 
things,  most  economists,  with  differences  in  minor  points,  have 
come  to  certain  fundamental  agreements  in  regard  to  the 
tariff  problem. 

It  is  fairly  obvious,  they  tell  us,  that  you  cannot  sell  with- 
out buying.  Goods  and  services  must  exchange  for  goods  and 
services,  both  in  domestic  and  foreign  trade;  you  cannot  export 
without  importing.  This  reciprocity  of  trade  is  mutually  ad- 
vantageous. But  the  old  mercantilist  point  of  view  was  the 
narrower  one :  that  what  I  gain,  you  lose.  In  the  eighteenth 
century,  some  one  had  the  happy  idea  that  that  was  not  so, 
that  in  any  fair  trade  both  sides  were  satisfied  or  they  would  not 
trade.  It  is  claimed  that  this  reciprocal  satisfaction  in  trade 
stimulated  an  increasing  degree  of  specialization.  This  is  true 
both  for  individuals  producing  for  exchange  and  for  nations 
exchanging  their  products.  Thus  we  come  to  what  is  known 
as  the  fundamental  argument  of  the  free  trader — the  advan- 
tages of  geographic  specialization. 

The  argument  is  that  there  is  more  real  wealth  resulting 
from  each  individual  and  each  social  group  doing  what  it  is  or 
becomes  best  fitted  to  do  by  its  resources,  by  its  inheritance  and 
by  its  training.     There  is  more  wealth  for  the  world  as  a  whole 
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obtained  from  that  tj'pe  of  social  cooperation.  There  is  no 
doubt,  for  instance,  in  anybody's  mind  of  the  great  advantage 
to  the  United  States  of  a  free  and  untrammeled  exchange 
within  its  own  regions,  the  largest  free-trade  area  in  the  world, 
encircled  by  our  tariff  ring. 

Furthermore,  the  economists  are  agreed  in  the  main  that 
protection  is  an  admission  of  inferiority  and  weakness  in  the 
industry  or  the  group  of  industries  demanding  it.  Such  pro- 
duction is  necessarily  at  a  disadvantage.  If  it  were  not  pro- 
ducing at  a  higher  cost  there  would  be  no  need  for  protection, 
since  there  would  be  no  importation  of  the  foreign  commodity. 
The  nation  taxes  itself  by  a  scale  of  higher  prices  in  order 
to  give  the  particular  protected  interest  or  group  of  interests 
an  equalit}'  with  the  foreign  producer.  To  the  geographical 
specialization  argument  for  free  trade,  there  is  added  the  ad- 
mission of  a  definite  burden  or  economic  loss,  to  be  carried  by 
the  country  taxing  itself  to  maintain  a  protective  system. 

But  on  tlie  other  hand,  from  Adam  Smith  down,  certain 
important  admissions  are  made  by  the  defenders  of  free  trade 
in  regard  to  the  protective  tariff  system.  Quite  apart  from  so 
obvious  a  case  as  a  countervailing  tariff  on  imports  of  those 
commodities  which  suffer  from  a  domestic  excise  tax,  certain 
other  exceptions  to  the  rule  are  often  allowed. 

It  is  admitted  that  this  national  cost  may  be  worth  paying, 
first,  for  certain  industrial  products  and  industries  necessary 
for  the  national  defence.  The  demand  for  protection  to  the 
chemical  industries  today  is  an  example  which  has  been  borne 
in  upon  us  by  the  lessons  of  the  recent  war. 

In  the  second  place,  the  cost  may  be  worth  paying,  witlun 
reasonable  limits,  for  the  encouragement  of  infant  industries 
and  for  the  diversification  of  national  enterprise,  since  geograph- 
ical specialization  is  not  a  static  but  a  dynamic  condition. 
These  limits  should  include,  for  the  United  States  particularly, 
the  adaptability  of  the  protected  industry  to  our  large-scale 
machine  methods,  such,  for  instance,  as  the  silk  industry  showed 
itself  to  be  capable  of.  Furthermore,  there  are  limitations 
of  time,  since  necessarily  an  infant  must  some  day  become 
adolescent  and  adult. 

It  is  also  admitted  generally  that  any  change  in  the  existing 
system  should  not  be  made  abruptly,  but  with  great  cir- 
cumspection. ♦  *  * 
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It  is  clear  that  the  present  trade  situation  is  abnormal,  that 
it  is  beyond  any  sure  guidance  of  precedent.  We  have  seen  an 
enormous  development  of  exports,  running  up  to  unheard-of 
figures,  owing  to  the  war  and  to  the  inevitable  consequences  of 
the  war.  We  had  in  1919  a  so-called  favorable  trade  balance, 
unfortunately  so-called,  of  exports  over  imports  which  is  almost 
ten  times  as  large  as  the  trade  balance  which  was  customary 
for  the  15  or  20  years  before  the  war — over  $4,000,000,000 
in  1919. 

This  trade  balance  has  been  made  possible  by  great  loans 
to  our  allies  in  Europe,  enabling  them  to  buy  the  necessary 
food  and  supplies  for  the  carrying  on  of  the  war.  This  situ- 
ation was  a  part  of  our  necessary  contribution  to  the  winning 
of  the  war.  It  has  resulted  in  an  abrupt  change  of  this  coun- 
try from  the  position  of  a  debtor  nation  to  that  of  a  creditor 
nation.  Before  the  war,  it  was  estimated  that  we  owed 
approximately  somewhere  between  $4,000,000,000  and  $5,- 
000,000,000.  Our  former  debt  balance  to  Europe  of  interest 
and  payment  for  services  rendered  was  settled  by  the  export  of 
goods.  The  so-called  favorable  balance  was  simply  the  rec- 
ognition of  a  debtor  position  on  the  part  of  this  country. 

Similarly,  our  credit  balance,  which  now  exists  in  the  form 
of  certificates  of  indebtedness,  must  ultimately  be  settled  by 
importation  of  goods  and  services.  There  is  no  avoiding  that 
conclusion.  This  payment,  however,  resulting  naturally  in  an 
excess  balance  of  imports  over  exports  is  not  immediately  in 
prospect.  There  are  a  number  of  retarding  factors  to  be  con- 
sidered and  here  we  enter  into  that  realm  of  guesswork,  of 
problematical  situations,  which  Mr.  Kies  has  so  admirably 
pointed  out  in  his  paper.  ^  There  may  be,  and  that  will  depend 
a  good  deal  upon  political  as  well  as  commercial  factors — a 
continuing  outflow  of  capital  from  this  country  abroad,  an 
outflow  not  merely  to  Europe  in  distress,  or  an  outflow  neces- 
sary for  the  reestablishment  of  our  debtors  on  a  sound  basis, 
but  also  an  export  of  investment  capital  in  connection  with 
our  commercial  enterprise  in  other  parts  of  the  globe. 

The  item  of  tourist  expenditure,  which  used  to  be  estimated 
before  the  war  at  somewhere  between  $150,000,000  and 
$200,000,000  a  year,  is  likely  to  increase,  at  least  after  the 

1  See  supra,  p.  145. 
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immediate  effects  of  depression  in  this  countr\-  are  over.  The 
remittances  of  immigrants  wliich,  until  sliortly  before  the  war, 
never  were  estimated  high  enougii  but  which  we  came  to  real- 
ize were  running  somewhere  between  $100,000,000  and 
$200,000,000  a  year  before  the  war  and  which  the  best  in- 
vestigations have  put  for  191 9  at  $300,000,000  are  likely  to 
continue,  even  despite  business  depression,  at  a  fairly  high 
figure.  The  remittances  of  immigrants,  however,  on  the  debit 
side  of  the  account,  will  be  somewhat  balanced  by  the  expected 
inflow  of  immigration  to  this  country,  each  immigrant  bring- 
ing not  only  himself  but  a  certain  amount  of  money  with  him. 

One  item  in  the  balance  of  trade  which  used  to  be  a  fairly 
considerable  one  is  now  I  think,  subject  to  grave  doubt  for  the 
future.  I  refer  to  shipping  freight  charges  for  which  we 
formerly  paid  the  foreign  carrier  by  the  export  of  goods,  and 
which  many  had  hoped  our  new  mercantile  marine  would  trans- 
fer to  the  other  side  of  the  account.  A  ven-  large  tonnage  of 
shipping  is  on  our  hands  as  the  result  of  the  war  needs,  built  at 
the  high  cost  of  war  prices,  now  probably  in  excess  of  what  this 
country  can  permanently  manage.  There  was  a  small  group 
of  men  experienced  in  the  shipping  business  and  there  was  a 
period  of  high  shipping  rates  bound  to  be  only  temporar}^  in 
character.  That  situation  demanded  action  which  should  have 
taken  the  form  of  prompt  and  drastic  cancellation  of  orders 
which  should  have  called  for  the  sale  abroad  of  a  considerable 
portion  of  the  smaller  ships,  and  should  have  called  also  for 
the  sale  at  low  prices,  within  reach  of  the  market,  of  ships 
which  could  have  gone  into  the  hands  not  merely  of  the  older 
companies  competent  to  handle  them,  but  of  the  new  men,  the 
new  capital,  the  new  enterprise  that  must  be  called  into  exis- 
tence if  we  are  to  have  a  large  mercantile  marine. 

While  England  was  disposing  of  her  excess  war  tonnage  at 
approximate!)-  $100  a  ton,  our  Shipping  Board  was  offering 
it  at  $225  a  ton  and  practically  failed  to  sell  this  tonnage  at 
the  time  when  it  could  have  been  sold,  when  new  capital  and 
new  enterprise  could  have  come  in  and  gained  experience  of 
the  business  during  a  jjeriod  of  high  shipping  profits. 

Now  that  combination  of  conditions  is  past.  It  looks  as 
though  we  must  count,  looking  this  situation  squarely  in  the 
face,  on  having  to  "  scrap  "  a  good  main'  of  our  liopes  in  regard 
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to  a  mercantile  marine.  We  certainly  are  not  safe  in  counting 
profits  for  our  services  as  carriers  to  any  considerable  amount 
in  this  balance. 

Even  if  we  attempt  as  some  of  our  recent  discussion  indicates, 
to  make  ourselves  a  hermit  nation,  involving  the  further  raising 
of  the  tariff  barrier,  already  one  of  the  highest  in  the  world, 
the  cutting  off  of  immigration,  the  sale  of  our  shipping,  the 
cancellation  of  our  debt — these  are  all  involved  in  the  notion 
of  a  hermit  nation — we  may  postpone  for  a  number  of  years, 
but  we  cannot  possibly  evade  nor  can  we  possibly  refuse  our 
position  ultimately  as  a  creditor  nation.  We  have  wiped  off 
the  debts  which  we  formerly  owed  abroad,  and  we  are  bound 
from  the  expansive  forces  inherent  in  our  situation  to  become 
ultimately  a  creditor  nation. 

The  normal  tendencies  which  existed  before  the  war,  after 
the  worst  of  the  present  "  abnormalcy  "  is  over,  will  gradually 
reassert  themselves.  These  normal  tendencies  which  have  been 
developing  clearly  over  a  period  of  a  generation  are,  first, 
the  decline  in  the  export  of  foodstuffs ;  second,  the  growth  in 
the  exports  of  manufactures.  There  will  emerge  definitely  the 
period  when  we  shall  cease  to  be  on  the  balance  a  food- 
exporting  nation.  We  shall  be  an  industrialized  country  and 
no  longer  predominantly  agricultural.  We  have  already 
reached  the  stage  when  we  are  barely  self-feeding. 

This  condition  which  was  already  visible  before  the  war, 
coupled  with  tendencies  which  will  undoubtedly  come  to  the 
front  and  develop  themselves  as  soon  as  the  present  quite 
abnormal  situation  has  passed  away,  is  fairly  comparable  to 
the  English  experience  from  the  close  of  the  eighteenth  cen- 
tury to  the  middle  of  the  nineteenth,  when  first  England  ceased 
to  be  a  food-exporting  country  and  became  a  food-importing 
country,  with  a  rapidly  growing  export  of  manufactures  and 
when  ultimately  the  manufacturers  themselves  came  to  ask 
for  the  reduction  of  tariffs. 

It  is  not  necessary  to  argue  for  any  sudden  reversal  of  our 
tariff  policy.  In  fact,  for  a  few  years  it  ought  to  be  held  rather 
stable  and  conditions  at  home  and  abroad  watched  with  the 
greatest  care,  but  it  seems  clear  that  it  is  not  a  sound  national 
policy  to  move  in  the  direction  of  raising  our  already  high 
protective  duties.     The  further  exclusion  of  foreign  goods  ten- 
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dered  to  us  in  j)ayment  of  our  credit  balance  will  result  (a) 
in  the  inability  of  our  European  debtors  to  purchase  from  us, 
aflfectingbotli  our  agricultural  as  well  as  our  industrial  exports; 

(b)  in  increased  and  successful  efforts  on  the  part  of  our 
Eurojx^an  debtors  to  develop  markets  in  other  regions — South 
America,  Asia,  Africa — to  which  our  own  manufacturers  are 
looking  hopefully  for  the  sale  of  our  swelling  total  of  exports; 

(c)  in  the  impossibility  of  establishing  a  merchant  marine, 
except  at  prohibitive  cost. 

We  are  brought  face  to  face  in  this  country  with  our  destiny 
as  a  predominantly  industrial  nation  possessing  an  enormous 
domestic  market,  but  with  a  steadily  growing  need  for  wider 
foreign  markets.  We  cannot,  however,  much  as  we  may 
struggle  temporarily  with  our  fate,  remain  permanently  an 
isolated  self-sufficient  nation.  Our  imports  must  of  nccessit}' 
increase  until  they  surpass  our  exports.  From  being  a  nation 
with  a  predominant  export  of  raw  materials  which  other 
nations  were  compelled  to  seek  from  us,  we  are  inescapably  on 
the  way  now  to  a  position  where,  as  normal  trade  relations 
are  established,  our  manufacturers  will  be  anxiously  seeking  an 
outlet  in  keenly  competitive  markets  for  export  trade  pre- 
dominantly industrial  in  character.  The  manufacturers  them- 
selves will  in  no  distant  future  be  asking  not  for  higher  tariffs 
but  for  lower  tariffs.  They  will  find  that  we  cannot  sell  with- 
out buying,  and  the  development  of  geographical  specializa- 
tion will  reach  the  point  where  our  diversified  industries,  if 
adapted  to  low-cost  machine  production,  must  find  outlets  in 
foreign  markets.  The  policy  of  this  nation  as  it  becomes  ef- 
fectively a  creditor  nation  must  be  for  a  gradual,  a  well  con- 
sidered, but  stead)-,  reduction  of  our  protective  tariff. 
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TARIFF  PREFERENCES  AND  DISCRIMINATIONS 

IN  TRADE 

WILLIAM  S.  CULBERTSON 
Member,  United  States  Tariff  Commission 

THE  existence  and  growth  of  import  and  export  prefer- 
ences throughout  the  world  can  not  be  matters  of 
indifference  to  the  American  people.  We  are  being 
driven  steadily  toward  a  larger  and  larger  participation  in 
foreign  trade  and  finance.  Our  manufacturing  industries  have 
grown  strong  financially  and  technically.  Although  our  coun- 
try is  rich  in  natural  resources,  we  shall  have  to  import  in- 
creasingly greater  quantities  of  important  raw  materials,  some 
of  which,  as  for  example,  jute,  rubber  and  tin,  can  only  be  had 
from  overseas.  Exporting,  once  incidental,  has  become  essen- 
tial to  the  prosperity  of  many  of  our  manufacturing  concerns. 
The  markets  of  tropical  colonies,  especially,  offer  large  oppor- 
tunities. These  areas,  many  of  them  populous,  develop  manu- 
factures slowly  and  look  to  the  great  industrial  nations  to  sup- 
ply their  needs  of  finished  articles.  American  shipping  is  also 
stimulating  our  interest  in  the  commercial  policies  of  nations. 
American  ships,  which  before  191 5  carried  less  than  10  per  cent 
of  our  sea-borne  imports  and  exports,  carried  in  191 9  36.4  per 
cent.  In  addition,  we  have  made  enormous  private  and  public 
loans  abroad,  our  banking  institutions  are  establishing  foreign 
branches,  and  American  capital  is  claiming  its  share  in  the 
development  of  the  world's  resources. 

These  conditions  make  discriminations  in  trade  of  more  than 
academic  interest  to  us.  Our  overseas  possessions  are  limited 
in  extent  and  our  proclaim.ed  policy  is  to  diminish  rather  than 
increase  them.  Viewing  the  problem  for  the  moment  from  the 
point  of  view  of  our  selfish  well-being  alone,  we  have  nothing 
to  gain  from  an  extension  of  the  old  policy  of  preference  and 
exclusion  in  colonial  possessions.  Our  interest,  and  I  am 
convinced  the  long-run  interest  of  all  nations,  is  in  the  widest 
adoption  of  the  principle  of  equality  of  treatment  or,  as  it  is 
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called,  the  "  open  door."  *  Unfortunately,  however,  this  policy 
since  the  '8o's  of  the  last  century  has  been  losing  ground. 
Nations  have  accepted  it  with  growing  reluctance  and  where 
they  have  acquiesced,  it  has  at  times  been  evaded.  With  the 
growth  of  colonial  empires  has  gone  the  extension  of  discrim- 
inatory practices.  The  closing  of  the  door  by  preferential 
duties  has  had  both  political  and  economic  objects.  Of  the 
latter,  tvvo  are  of  special  interest :  First,  the  desire  to  give 
national  industries  advantages  in  marketing  their  goods  in 
colonies,  and  second,  the  desire  to  assure  to  consumers  in  the 
mother  country  a  preference  in  obtaining,  or  a  monopoly  of, 
essential  raw  materials. 

Prejerential  Import  Tariffs:  France 

First,  let  me  speak  of  preferential  import  tariffs.  France  as 
a  colonial  power  is  second  only  to  Great  Britain.  The  aim  of 
French  colonial  tariff  policy  adopted  in  1892  is  assimilation, 
i.  e.,  to  establish  free  trade  between  France  and  the  colonies 
and  to  require  foreign  goods  imported  into  the  colonies  to  pay 
the  rates  of  the  French  tariff.  Naturally,  in  practice  this  policy 
has  been  modified  by  exceptions,  but  it  has  been  applied  in  all 
its  essentials  to  the  important  French  possessions — Algeria, 
Indo-China,  Tunis  (in  part),  Madagascar,  New  Caledonia, 
French  Guiana,  Gaboon,  Reunion,  Martinique  and  Guade- 
loupe. A  few  of  her  colonies  France  has  not  assimilated  but 
has  simply  introduced  into  their  tariffs  preferential  rates  in 
favor  of  French  goods.  In  this  class  are  French  West  Africa, 
French  Oceania  and  St.  Pierre  and  Miquelon.  Moreover, 
France  is  a  party  to  a  number  of  "  open-door  "  treaties,  by 
which  she  has  pledged  herself  to  a  policy  of  equal  treatment  in 
Morocco,  Dahomey,  and  the  Ivory  Coast.  In  one  or  tvvo  of 
her  colonies,  as  for  example,  in  Somaliland,  she  maintains  the 
"  open  door  "  as  a  matter  of  policy.      In  general,  however,  it 

1  It  would  seem  unnecessary  to  point  out  that  the  phrase  "open  door" 
floes  not  refer  to  the  highness  or  lowneas  of  tnrifTs  nnd  is  never  to  be  trans- 
lated "free  trade".  Nevertheless,  when  this  address  was  delivered,  certain 
newspapers  fell  into  this  error.  The  phrase  ' '  open  door ' '  simply  means  that 
whatever  tarifif  duties,  port  charges,  and  other  commercial  exactions  there 
are,  shall  be  applied  equally  to  citizens  of  all  nations.  The  American  pablio 
has  thus  understood  the  phrase,  especially  since  Secretary  of  State  Hay 
secured  pledges  for  the  open  door  in  China. 
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may  be  said  that  the  drift  of  French  colonial  policy  is  toward 
assimilation. 

Spain,  Portugal  and  Italy 

Spain  and  Portugal,  the  oldest,  and  Italy,  one  of  the  newest 
of  the  colonial  powers,  have  preferential  features  in  the  import 
tariffs  of  their  colonies,  and  they  also  grant  preferences  in  their 
home  markets  to  products  of  their  colonies.  Adherence  to  a 
policy  of  colonial  monopoly  is  traditional  with  Spain  and 
Portugal.  As  regards  Spain,  her  preferences  were  of  greater 
significance  before  she  lost  Cuba,  Porto  Rico  and  the  Philip- 
pines. Now,  with  but  a  remnant  of  her  empire  left,  they  are  of 
little  commercial  importance.  Portugal,  however,  controls  large 
territories.  Those  which  fall  within  the  conventional  basin 
of  the  Congo  have  their  tariffs  determined  by  the  open-door 
provisions  of  treaties,  but  elsewhere — in  Mozambique,  Angola 
and  several  island  colonies — she  pursues  a  policy  of  preference. 
The  preferences  to  colonial  goods  are  also  granted  in  the  home 
market  of  Portugal,  but  since  1892  they  have  been  limited  to 
goods  shipped  in  Portuguese  vessels. 

Italy's  chief  colonies  are  Eritrea,  Somalia  and  Lybia.  They 
are  of  comparatively  little  commercial  importance.  The  duties 
are  low,  but  the  preferences  in  favor  of  Italian  goods  are  sub- 
stantial and  the  tendency  is  to  increase  them. 

British  Dependent  Colonies 

In  addition  to  the  self-governing  dominions,  which  I  shall 
pass  over  for  the  moment,  the  British  Empire  consists  of 
varied  and  numerous  colonies,  protectorates  and  spheres  of 
influence.  Some  of  them  have  a  degree  of  fiscal  autonomy; 
others  have  their  tariff  policy  determined  in  London.  After 
the  triumph  of  free  trade  in  the  middle  of  the  nineteenth  cen- 
tury, Great  Britain  insisted  upon  the  "  open  door  "  in  her  de- 
pendent colonies.  But  there  have  been  a  few  exceptions.  In 
191 3,  as  a  result  of  negotiations  between  Canada  and  some  of 
the  British  West  Indies,  preferences  were  granted  to  goods 
from  Great  Britain  imported  into  those  West  Indian  colonies. 
The  Crown  Colonies  of  South  Africa,  especially  Rhodesia, 
which  are  a  part  of  the  South  African  customs  union, 
have  for  years  granted  preferences  to  British  goods.     These 
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preferences,  however,  did  not  reflect  the  policy  of  tlie  home 
government. 

Since  the  Great  War  there  has  been  a  change  in  the  attitude 
of  the  British  government.  With  the  introduction  of  pref- 
erential features  in  1919  into  the  tariff  of  Great  Britain, 
momentum  has  been  given  to  a  tcndenc}'  to  adopt  preferential 
provisions  in  the  Crown  Colonies.  During  this  year  prefer- 
ences were  established  in  favor  of  British  goods  in  Malta  '  and 
Cyprus  and  in  those  West  Indian  colonies  which  held  aloof  in 
191 3  from  the  preferential  movement.  Indeed,  signs  are  not 
absent  indicating  a  return  by  Great  Britain  to  the  polic)'  of 
colonial  exclusion  which  we  had  hoped  had  passed  with  the 
harsh  days  of  mercantilism. 

India  has  already  adopted  a  preferential  export  tax  on  hides 
and  skins  of  which  I  shall  treat  presently,  and  preferences 
in  her  import  schedules  are  being  considered.  In  1903  a 
government  report  upon  the  establishment  of  preference  to 
British  goods  in  India,  opposed  such  preferences  on  the  grounds 
that  it  would  cause  difficulties  in  India's  finances,  that  it  would 
be  of  no  considerable  advantage  either  to  India  or  to  Great 
Britain,  and  that  it  would  involve  the  danger  of  retaliation. 
A  recent  commission,  after  investigation,  submitted  its  report 
during  the  present  year  without  making  any  positive  recom- 
mendations. It  expressed  the  opinion,  however,  that  in  view 
of  the  demand  for  Indian  raw  materials,  there  was  no  danger 
of  retaliation  by  foreign  countries. 

There  is  every  evidence  to  suppose  [the  Commission  stated]  that  the  con- 
clusion of  peace  initiates  a  period  of  keen  competition  for  the  world 's  raw 
materials.  ...  If  this  view  is  correct  and  our  export  tradfe  is  not  likely  to 
be  seriously  prejudiced,  the  danger  of  disturbing  our  favorable  balance  of 
trade  and  the  risk  of  our  currency  policy  .  .  .  need  not  give  cause  for  seri- 
ous anxiety.  In  this  statement  it  is  assumed  that  any  preference  to  be 
given  in  India  to  Empire  products  shall  in  general  be  to  a  moderate  extent. 
The  \ncw  has  not  infrequently  been  expressed  that  one  of  the  reasons  why 
the  world-wide  extension  of  the  Empire  has  hitherto  received  the  acquiescence 
and  even  the  good-will  of  the  majority  of  foreign  nations  has  been  our 
adoption  and  maintenance  of  a  jwlicy  of  free  trade.     If  the  preference 

1  The  preferences  to  products  of  the  British  Empire  were  included  in  the 
bill  published  in  the  Malta  Government  Gazette  of  March  24,  1920.  Theee 
preferences,  however,  have  since  been  abandoned.  They  do  not  appear  in 
the  new  law  enacted  November  19,  1920. 
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accorded  were  excessive  this  good-will  would  disappear,  while,  on  the  other 
hand,  a  moderate  degree  of  preference  to  Empire  products  should  not  be  re- 
garded by  foreign  nations  as  more  than  a  matter  of  domestic  concern. 

The  Commission  concluded  that  "  though  India  may  have  little 
to  gain  from  a  scheme  of  Imperial  Preference,  she  is  not  likely 
to  lose  more  than  she  gains",  and  "that  a  favorable  rate  of  duty 
would  be  of  no  small  advantage  to  the  United  Kingdom,  in  so 
far  as  the  Indian  import  trade  is  concerned."  Regarding  the 
possibility  of  retaliation  by  the  United  States,  the  Commission 
expressed  the  opinion  that,  in  view  of  the  importance  of  Indian 
raw  materials  to  American  industries,  it  was  "  extremely  im- 
probable that  the  United  States  would  introduce  a  tariff 
specially  directed  against  Indian  exports,  and  it  seems  probable 
that  they  could  not  do  us  much  harm  if  they  did." 

Japan 

Japan's  colonial  tariff  policy  is  assimilation.  She  has  as- 
similated Formosa  and  Saghalin,  and  in  August,  1920,  the 
ten-year  guarantee  of  the  open  door  having  expired,  Korea 
was  assimilated.  Japan's  disposition  to  adopt  the  closed  door 
in  her  colonies  receives  its  chief  significance  when  considered 
with  reference  to  those  territories  on  the  continent  of  Asia 
which  she  either  controls  or  desires  to  control. 

The  United  States 

With  the  exception  of  American  Samoa,  where  the  open 
door  ^  is  guaranteed  by  treaty,  free  trade  exists  between  the 
United  States  and  her  non-contiguous  territories,  while  foreign 
goods  pay  duties.  Porto  Rico  and  Hawaii  are  completely  as- 
similated, the  tariff  laws  of  the  United  States  being  in  force 
in  those  islands.  The  Virgin  Islands,  Guam  and  the  Philip- 
pines have  separate  tariffs  applicable  to  foreign  goods.  The 
treaty  of  1898  with  Spain  granted  to  her  for  ten  years  equality 
of  treatment  in  the  ports  of  the  Philippine  Islands  and  as  a 
result  the  open  door  was  maintained  there  until  1909.  It  was 
then  abandoned.  American  goods  imported  into  the  Islands 
were  made  free  of  duty,  and  conversely,  with  a  few  exceptions, 

1  Strictly  speaking,  the  treaty  between  the  United  States,  Germany  and 
Great  Britain,  concluded  December  2,  1899,  simply  guaranteed  equal  treat- 
ment to  the  commerce  and  commercial  vessels  of  the  three  signatory  Powers. 
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Philippine  goods  entered  the  United  States  free.  Even  the 
exceptions  were  omitted  in  191 3.  The  act  of  191 6  establishing 
the  government  of  the  Philippines  reserves  to  the  United  States 
Congress  the  right  to  regulate  the  trade  between  this  country 
antl  these  Islands. 

Raw  Materials  and  Preferential  Export  Taxes 

So  much  for  the  essential  facts  concerning  preferential  im- 
port duties  by  which  nations  seek  to  give  their  industries  an 
advantage  in  trade  in  the  markets  of  those  territories  over 
which  they  hold  politicaJ  control.  Equally,  and  perhaps  more, 
important  are  preferential  export  taxes  and  regulations  by 
which  nations  endeavor  to  give  to  their  industries  a  preferential 
advantage  in  the  supplies  of  raw  materials  from  their  colonies. 

Export  taxes  without  preferential  features  may,  under  some 
conditions,  be  justifiable,  although  as  a  rule  they  are  regarded 
as  undesirable.  They  are  forbidden  by  our  constitution  and 
are  therefore  unfamiliar  to  us.  The  only  export  tax  directly 
authorized  at  the  present  time  by  the  United  States  Congress 
is  the  export  tax  of  eight  dollars  per  short  ton  on  sugar  ex- 
ported from  the  Virgin  Islands.  This  tax,  as  well  as  the  other 
export  taxes  inherited  from  the  Danish  regime,  applies  alike 
to  sugar  destined  for  the  United  States  and  foreign  nations 
and  is  levied  for  fiscal  reasons.  Indeed,  in  countries  which 
export  large  quantities  of  foodstuffs  and  raw  materials,  export 
taxes  are  frequently  adopted  as  an  equitable  method  of  taxing 
production  and  are  regarded  as  a  substitute  for  land  and 
poll  taxes. 

Preferential  export  taxes,  however,  raise  fundamentally  dif- 
ferent questions.  Before  the  war  Portugal,  alone  of  colonial 
powers,  had  adopted  preferential  export  taxes  as  a  general 
policy  with  the  primary  purpose  apparently  of  building  up  her 
home  entrepot  trade.  Isolated  cases,  however,  were  not  in- 
frequent. The  French  had  them  in  Indo-China;  the  Spanish 
in  Fernando  Po;  and  the  Italians  in  Somalia.  To  exemplify 
the  principles  involved  I  shall  give  two  additional  cases  in 
some  detail. 

Till  Ore  from  Federated  Malay  States 
A  differential  export  duty  on  tin  ore  from  the  Federated 
Malay   States  was  established   in    1903.     There  were   export 
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duties  which  applied  to  all  exports  of  tin  and  tin  ore,  including 
those  which  were  sent  to  Great  Britain  and  other  parts  of  the 
Empire  but  an  additional  duty  of  30  Straits,  or  Mexican  dol- 
lars, per  picul  was  imposed  on  all  ore  exported  without  guar- 
antees that  it  would  be  smelted  in  the  Straits  Settlements.  In 
1904  the  United  Kingdom  was  exempted  from  the  provision  of 
this  duty  and  Australia  was  accorded  similar  treatment  in 
191 6.  This  additional  duty  is  prohibitive.  A  reason  for  this 
duty  is  given  by  Sir  Frank  Swettenham,  who  was  Resident 
General  at  the  time  when  the  duty  was  imposed,  in  a  book 
published  about  four  years  later.^  He  said:  "An  American 
attempt  to  transfer  this  tin-smelting  to  American  soil,  and  so 
obtain,  in  time,  complete  control  of  Malay  tin  production,  was 
frustrated  by  imposing  a  prohibitive  duty  on  the  exportation 
of  tin  ore  and  giving  an  equivalent  rebate  on  all  ore  smelted  in 
the  Straits  Colony."  At  the  time  the  differential  was  imposed 
an  American  concern  was  making  the  first  attempt  to  smelt  tin 
ore  in  the  United  States.  There  was  no  danger  of  this  con- 
cern monopolizing  the  Malay  tin  ore  supply,  as  suggested. 
The  true  reason  for  the  prohibitive  surtax  probably  was  to 
prevent  any  competition  whatever  with  the  tin  smelters  of  the 
Straits  Settlements. 

Philippine  Hemp  Duty 

The  export  duty  on  hemp  from  the  Philippine  Islands,  which 
was  remitted  in  the  case  of  all  shipments  to  the  United  States, 
will  serve  as  a  second  instructive  case.  The  export  taxes  of 
the  Spanish  tariff  in  the  Philippines  were  retained  by  the 
United  States  when  the  Islands  came  into  our  possession.  The 
most  important  of  these  taxes  was  that  on  raw  hemp,  which 
was  increased  under  the  tariff  act  framed  in  1901  by  a  com- 
mission appointed  by  the  War  Department,  from  the  Spanish 
rate  of  37/^  cents  per  one  hundred  kilos  to  75  cents  per  one 
hundred  kilos.  The  United  States  did  not  enjoy  a  preference 
under  this  tariff.  But  in  the  tariff  enacted  for  the  Philippines 
by  the  Congress  of  the  United  States  on  March  8,  1902,  it  was 
provided  (Sec.  2)  that  Philippine  products  which  entered  the 
United  States  free  of  duty  should,  if  destined  for  American 

1  British  Malaya  (1907),  p.  .333.  Cf.  "The  Mineral  Industry,  Its  Statis- 
tics, Technology  and  Trade  During  1903,"  pp.  325  and  330-331. 
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consumption,  be  thereafter  exempt  from  any  export  duties 
imposed  in  the  Philippines.  The  loss  in  revenue  to  the  Philip- 
pine treasur)'  caused  by  the  remission  of  the  export  taxes  was 
to  be  made  up  by  the  provision  that  all  duties  collected  in  the 
United  States  on  imports  of  Philippine  products  should  be 
refunded  to  the  Philippine  treasury\  As  a  matter  of  fact, 
however,  according  to  official  figures  cited  by  President  Taft, 
who  formerly  was  head  of  the  Philippine  Commission,  the 
Philippine  treasury  from  1902  to  19 12  lost  through  remission 
of  the  tax  on  hemp  more  than  a  million  dollars.  There  was 
vigorous  opposition  in  the  Philippines  to  the  remission  of  the 
export  dut>'  on  hemp  exported  to  the  United  States.  This 
opposition  was  voiced  by  the  Philippine  Commission  in  its 
annual  reports,  from  which  I  have  taken  the  following  as 
typical : 

It  is  a  direct  burden  upon  the  people  of  the  Philippine  Islands,  because 
it  takes  from  the  insular  treasury  export  duties  collected  from  the  people 
and  gives  them  to  manufacturers  of  hemp  products  in  the  United  States. 
These  manufacturers  were  already  prosperous  before  this  bounty  was  given 
them  and  it  seems  hardly  consistent  with  our  expressions  of  purpose  to 
build  up  and  develop  the  Philippine  Islands  when  w©  are  thus  enriching  a 
few  of  our  own  people  at  their  expense. 

The  provision  for  export  taxes  to  the  Philippines  was  finally 
repealed  by  the  Underwood  Tariff  Act  of  October  3,  191 3, 
and  the  Philippine  Government  Act  of  1916  provided  that  no 
export  taxes  should  be  levied  in  the  Philippines. 

The  War  and  Raw  Material  Control 

The  experience  of  the  war  period  emphasized  forcefully  the 
vital  importance  of  raw  materials  to  advanced  industrial  na- 
tions. As  essential  as  markets  in  which  to  sell  goods  are  the 
supplies  of  raw  materials  from  which  goods  are  made.  I  had 
hoped  that  the  exclusive  policy-  embodied  by  the  Allies  in  the 
Paris  Economic  Resolutions  of  June,  1916,  was  merely  a  mili- 
tary strategy,  but  it  is  still  advocated  and  followed. 

Palm  Kernels  and  Hides 

The  British  colonies  of  West  Africa — Nigeria,  Gold  Coast, 
Sierre  Leone — export  large  quantities  of  palm  kernels — an  im- 
portant raw   material   in   the   margarine  and  soap   industries. 
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Before  the  war,  about  three-fourths  of  the  West  African  palm 
kernels  went  to  Germany.  In  1916  a  British  committee  studied 
the  palm-kernel  crushing  industry  and  recommended  the  im- 
position of  a  surtax  of  £2  per  ton  to  be  remitted  in  the  case 
of  all  shipments  to  points  within  the  British  Empire,  with 
guarantees  that  crushing — the  first  step  in  the  industrial  process 
— should  take  place  there.  In  a  debate  in  the  House  of  Com- 
mons, this  tax  was  compared  with  the  duty  on  hemp  exported 
from  the  Philippines  to  the  United  States,  which  I  have  men- 
tioned.^ Its  purpose  was  clearly  to  establish  and  maintain  the 
crushing  industry  in  Great  Britain. 

Perhaps  of  more  direct  interest  to  us  is  the  preferential 
export  tax  imposed  on  hides  and  skins  exported  from  British 
India.  On  September  17,  1919,  an  Indian  export  duty  of  15 
per  cent  on  untanned  hides  and  skins  was  established  with  a 
rebate  of  two-thirds  of  this  amount  on  exports  to  be  tanned 
within  the  British  Empire.  This  differential  compels  the 
American  tanner  to  pay  nearly  10  per  cent  more  for  Indian 
hides  than  is  paid  by  tanners  in  Great  Britain  and  Canada. 
American  tanners  will  naturally  seek  their  supply  of  hides  in 
countries  which  impose  no  export  tax,  but  in  so  far  as  they 
have  to  buy  Indian  hides,  they  are  at  a  disadvantage  in  market- 
ing their  product  because  of  this  differential  tax  on  their  raw 
material.  Export  taxes  in  a  foreign  country,  which  enhance 
the  price  of  a  raw  material,  increase  the  cost  of  production  and 
tend  to  increase  prices  to  the  American  consumer.  They  also 
handicap  our  producers  in  their  competition  in  foreign  markets. 

The  O pen-Door  Principle 

We  must  turn  back  to  the  heroic  age  of  discovery  and  ex- 
ploration of  the  fifteenth,  sixteenth  and  seventeenth  centuries 
if  we  are  to  understand  the  principles  which  underlie  the 
colonial  policies  which  I  have  just  reviewed.  The  colonial 
monopolies  of  Spain  and  Portugal,  the  rise  of  the  Dutch  and 
their  establishment  of  exclusive  trading  privileges  in  the  Spice 
Islands,  and  the  struggle  of  the  French  and  English  for 
colonial  empire  in  America  and  in  India,  recall  to  us  the  harsh 
days  of  mercantile  policy.  The  old  colonial  regime  of  each 
of  these  powers  was  based  on  the  principle  of  the  closed  door. 

1  Parliamentary  Debates,  November  8,  1916,  vol.  87,  pp.  249-367. 
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Portugal  made  trade  a  state  monopoly.  Other  nations  granted 
monopolies  to  chartered  companies,  man\'  of  which  became 
famous,  as  for  example,  the  Dutcli  East  India  Company  and 
the  British  India  Company.  Political  control  of  colonies  was 
assumed  to  give  a  nation  the  right  to  exclusive  exploitation. 
Prohibitions  and  restrictions  were  often  enforced  by  military 
power  and  became  the  very  basis  of  colonial  policy.  These 
were  also  the  days  of  the  navigation  laws.  The  American 
Revolution  gave  the  first  rude  shock  to  this  theory  of  colonial 
government,  but  it  by  no  means  swept  it  from  the  commercial 
policy  of  nations. 

Enthusiasm  for  colonies  cooled  perceptibly  after  the  Wars 
of  Napoleon  and  did  not  flare  up  again  until  the  '70's  of  the 
last  centur\'.  The  teachings  of  the  French  revolutionists  and 
the  classical  economists  contributed  to  a  public  sentiment  which 
regarded  colonies  as  a  burden.  In  France  alone  did  the  anti- 
colonial  movement  have  little  influence  with  the  government. 
In  the  British  Empire,  particularly,  the  free-trade  movement 
resulted  in  an  abolition  of  practically  all  preferential  features. 
Then  came  that  extraordinar^'^  revival  of  interest  in  colonies 
beginning  about  the  time  Stanley  emerged  from  Africa  in  1877 
and  sweeping  on  with  increasing  force  to  our  own  day.  It 
came  for  many  reasons.  National  sentiment  was  uniting  the 
German  and  Italian  states  and  national  pride  as  well  as  a  desire 
for  power  prompted  statesmen  to  seek  new  possessions.  The 
growth  of  industry — large-scale  production — and  the  improve- 
ments in  communication  and  transportation  made  certain  classes 
in  the  more  advanced  nations  desire  foreign  markets  and  for- 
eign sources  of  food  and  raw  materials. 

When  this  reawakening  came,  Spain  held  sovereignty  ON'er 
only  a  shadow  of  her  former  empire.  Portugal  claimed  wide 
expanses  of  territory  in  Africa  to  much  of  which  other  powers 
did  not  concede  her  right.  The  Netherlands  still  held  the 
Spice  Islands.  These  three  powers  took  a  new  interest  in  their 
colonies  but  sought  no  new  territorj'.  France  had  a  respec- 
table empire  and  had  footholds  on  the  coasts  of  Africa  from 
which  she  later  pushed  into  the  hinterland.  Great  Britain  had 
under  her  control  the  greater  part  of  her  present  widcflung 
empire.  Belgium,  Germany,  Italy,  Japan  and  the  United 
States,  each  of  which  subsequently  became  a  colonial  power, 
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had  at  this  time  no  possessions  at  all/  Nations,  looking  over 
the  earth  for  opportunities  for  colonial  expansion,  found  the 
American  hemisphere  closed  to  them  by  the  Monroe  Doctrine. 
Had  it  not  been  for  the  policy  of  the  United  States,  it  can  not 
be  doubted  that  spheres  of  influence  would  soon  have  been 
staked  out  in  Latin  America  by  the  land-hungry  powers  of 
Europe.  The  powers  which  took  part  in  the  scramble  for 
colonies  turned  their  attention  to  Asia,  where  they  began  to 
define  their  "  spheres  "  in  utter  disregard  of  the  rights  and 
desires  of  the  yellow  and  brown  man,  and  to  Africa,  which  they 
began  to  partition  among  themselves. 

Even  at  that  time  the  open-door  principle  was  not  without 
its  defenders.  From  various  motives  Great  Britain,  Belgium, 
the  Netherlands  and  Germany  maintained  it  in  their  depend- 
ent colonies.  John  Hay's  famous  "open-door"  notes  saved 
the  integrity  of  China  in  1899.  In  the  same  year  a  treaty  be- 
tween the  United  States,  Great  Britain  and  Germany  parti- 
tioned the  Samoan  group  between  the  United  States  and 
Germany  "  and  provided  that  the  three  powers  "  shall  enjoy  in 
respect  to  their  commerce  and  commercial  vessels,  in  all  the 
islands  of  the  Samoan  group  privileges  and  conditions  equal  to 
those  enjoyed  by  the  sovereign  Power."  In  1898-9  the  French 
and  English  agreed  to  maintain  for  thirty  years  the  open  door 
in  Dahomey,  the  Ivory  Coast,  Nigeria,  and  large  areas  in  Cen- 
tral Africa.  In  1906  the  Anglo-French  open-door  treaty  af- 
fecting the  New  Hebrides  was  adopted  and  in  the  same  year 
the  international  conference  at  Algeciras  established  the  open 
door  in  Morocco.  Probably  the  best  known  of  the  open-door 
treaties  was  adopted  at  the  Berlin  Conference  in  1885.  A  re- 
vision of  it  was  signed  in  191 9,  but  has  not  been  ratified. 
Under  this  treaty  freedom  and  equalty  of  trade  in  the  con- 
ventional basin  of  the  Congo  and  unrestricted  navigation  of 
the  river  are  guaranteed.  These  open-door  treaties  and  under- 
standings have,  in  most  cases,  been  adopted  with  reference  to 
territories  over  which  no  one  nation  held  undisputed  control 
and  in  the  conflict  of  interests  which  arose,  a  solution  was 
sought  in  granting  to  each  nation  equal  opportunity  to  trade. 

1  United  States  had  Alaska, 

2  Great  Britain  received  compensation  elsewhere. 
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The  Open  Door  and  Mandates 

The  basic  commercial  thcor\'  of  mandates  under  the  League 
of  Nations  is  the  open  door.  Article  XXII  of  the  Covenant, 
it  is  true,  provides  for  "  equal  opportunity  for  trade  and  com- 
merce "  only  in  the  case  of  Class  B  mandates.  The  principle 
governing  Class  A  and  Class  C  mandates  is  to  be  sought  in 
the  general  spirit  of  Article  XXII  and  in  the  provision  of 
Article  XXIII  providing  for  "equitable  treatment  for  the 
commerce  of  all  members  of  the  League."  There  are  those 
who  advocate  the  policy  of  the  closed  door  in  mandated  terri- 
tories. New  Zealand  has  already  extended  her  preferential 
duties  to  the  portion  of  the  Samoan  group  which  she  holds 
under  a  mandate,  and  the  South  African  Union  has  assimilated 
German  Southwest  Africa.  There  have  also  been  discussions 
of  equal  opportunity  in  the  exploitation  of  the  resources  of 
Mesopotamia. 

Less  known  than  some  of  these  cases,  but  of  absorbing  inter- 
est, is  the  case  of  the  Island  of  Nauru,  which  not  only  illus- 
trates the  issues  involved  in  the  mandates,  but  illuminates 
colonial  policy  generally.  The  Island  of  Nauru  is  situated  in 
the  Pacific  Ocean  to  the  west  of  the  Ellice  and  Gilbert  Islands 
and  south  of  the  Marshall  Islands  and  is  believed  to  be  the 
largest  reserve  of  high-grade  phosphate  in  the  world. ^  The 
Island  was  annexed  by  Germany  in  1888  and  on  September 
9,  1914,  was  surrendered  unconditionally  to  an  Australian 
ship.  It  was  turned  over  by  the  Allied  and  Associated  Powers 
under  a  mandate  to  the  British  Empire.  The  phosphate  con- 
cession was  held  from  the  German  government  by  a  private 
syndicate.  On  July  2,  1919,  the  governments  of  Great  Britain, 
Australia  and  New  Zealand  entered  into  an  agreement  to  pur- 
chase this  concession.  This  agreement  pro\idcd,  among  other 
things,  that  the  phosphates  are  to  be  sold  at  cost  to  the  three 
governments,  the  cost  j)rice  to  include  interest,  a  sinking  fund 
for  the  payment  of  the  capital,  working  expenses  and  contri- 
bution to  administrative  expenses.  No  phosphates  are  to  be 
sold  to  or  for  shipment  to  any  other  country  until  after  the 
requirements  of   Circat   Britain,   Australia  and   New  Zealand 

1  Announcement  has  boon  made  recently  of  rich  phosphate  deposits  di«- 
oovered  in  Morocco. 
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have  been  met,  and  then  only  at  the  market  price.  The  agree- 
ment was  ratified  by  Australia  and  New  Zealand  and  when  pre- 
sented to  the  House  of  Commons  called  out  a  very  interesting 
debate.  The  British  government  contended  that  the  agree- 
ment was  not  contrary  to  the  Covenant  of  the  League  of 
Nations.  Colonel  Leslie  Wilson,  the  Parliamentary  Secretary 
to  the  Ministry  of  Shipping,  who  sponsored  the  bill  for  the 
government,  declared  that  the  question  of  this  transaction  be- 
tween the  three  governments  was 

entirely  distinct  from  any  other  question  which  might  arise  as  to  the  mandate 
under  the  League  of  Nations.  This  is  a  purely  commercial  transaction 
between  the  phosphate  company  and  the  three  governments  concerned. 
Whatever  happens,  I  can  not  see  that  the  League  of  Nations  has  any  right 
to  interfere  with  this  particular  transaction  between  the  company  and  the 
governments  concerned.  I  do  not  see  the  difference  between  the  purchase  of 
this  trading  company  by  the  three  governments  and  the  purchase  by  an 
individual.! 

Colonel  Wilson  even  went  so  far  as  to  deny  that  other  nations 
were  entitled  to  equal  treatment  in  trading  with  Nauru. 

The  mandate  [he  asserted]  was  granted  to  the  Empire.  .  .  .  There  is  no 
doubt  from  the  papers  laid  on  the  table  of  the  House,  and  from  facts  which 
have  been  accepted  by  that  great  exponent  of  the  League  of  Nations,  Gen- 
eral Smuts,  that  there  never  was  the  slightest  intention  that  Class  C  man- 
dates should  be  subject  to  the  principle  of  the  open  door.2 

Mr.  Bonar  Law,  leader  of  the  House,  takes  the  same  position. 

Nauru  in  effect  is  a  phosphate  island  [he  argued].  It  has  been  a  commercial 
undertaking.  It  was  in  the  possession  of  a  company,  .  .  .  and  if  we  do 
not  pass  this  bill,  that  company  would  have  every  one  of  the  rights  which 
we  are  now  claiming  for  the  British  Empire.  It  could  treat  the  product  of 
that  Island  in  any  way  it  liked,  and  therefore  it  is  obvious  that,  so  far  as 
the  general  good  of  the  world  is  concerned,  nothing  is  lost  by  transferring 
this  power  to  a  body  represented  by  the  British  Empire  as  compared  with 
a  private  trading  company.3 

He  declared,  however,  that 

passing  this  bill  does  not  in  any  sense  preclude  the  League  of  Nations,  if 

'^Parliamentary  Debates,  House  of- Commons,  vol.  130,  no.  78,  p.  1358; 
and  no.  80,  p.  1609. 

2  Ibid.,  vol.  132,  no.  102,  p.  195. 

»Ibid.,  vol.  130,  no.  78,  p.  1324. 
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they  think  tho  arrunpoment  is  an  unfair  one,  from  refusing  to  confirm  it. 
.  .  .  I  have  myself  no  doubt  that  the  I^eague  of  Nations  will  agree  to  it.^ 
I  do  not  think  any  supporter  of  the  League  of  Nations  could  say  that  they 
hare  the  right  to  upset  a  purchase  of  this  kind.  They  have  the  right  to 
interfere  w-ith  the  administration.  I  think  this  is  so  vital,  that  I  would  like 
to  nuiko  it  clear.  .  .  .  Tho  two  questions  are  quite  distinct.  One  ia  th« 
adminLstration  of  territory,  which  the  League  of  Nations  has  a  perfect  right 
to  see  is  proi)erly  done.  The  other  is  the  purchase  of  a  trading  company. 
I  do  not  think  that  is  a  subject  which  would  properly  come  under  the 
League  of  Nations  at  all. 2 

On  the  subject  of  the  "  open  door  "  the  leader  of  the  House 
said : 

It  is  only  in  the  fifth  paragraph  of  Article  XXII  of  the  Covenant  of  the 
League  of  Nations  that  "equal  opportunities  for  the  trade  and  commerce 
of  other  members  of  the  League"  are  expressly  provided  for.  The  terri- 
tories to  which  this  provision  applies  are  those  which  formerly  constituted 
Grcrman  East  Africa,  the  Cameroons  and  Togoland.  In  the  case  of  the 
former  German  colonies,  which,  under  the  sixth  paragraph  of  Article  XXTI 
are  to  be  administered  "under  the  laws  of  the  mandatory  as  integral  por- 
tions of  its  territory",  the  provision  of  equal  opportunities  for  trade  and 
commerce  will  be  a  matter  for  the  discretion  of  the  mandatory.s 

The  position  of  the  government  was  vigorously  assailed  in 
the  debate  on  the  bill,  particularly  by  the  Liberal  and  Labor 
parties  of  the  House,  who  charged  that  the  agreement  was  a 
violation  both  of  the  spirit  and  letter  of  Article  XXII  of  the 
Covenant  of  the  League  of  Nations.  Mr.  Ormsby-Gore  ques- 
tioned the  right  of  a  government  which  is  acting  as  a  manda- 
tory to  establish  a  government  monoj^oly  of  the  raw  materials 
of  the  territory  of  which  it  is  trustee. 

That  is  a  root  principle  [he  said].  Because,  if  that  is  once  established,  I 
do  not  see  why  tho  French  in  the  Cameroons  should  not  establish  a  govern- 
ment monopoly  of  all  the  native  produce  of  that  country,  and  why  all  the 
produce  of  other  places  should  not  be  similarly  regulated.  .  .  . 

A  great  many  people  want  to  see  the  League  of  Nations  a  reality  and  to  see 
the  Treaty  of  Versailles  carried  out,  and  they  do  not  want  this  country  to  be 
tho  country  which  is  going  to  fly  in  the  face  of  a  conference  with  result* 
which  are  bound  to  be  extremely  far-reaching,  because  it  is  really  a  test 
question.  If  these  mandates  are  a  sham,  are  only  camouflage,  it  is  much 
better  to  be  out  of  the  Covenant,  much  better  to  withdraw  our  signature 

»  Ihid.,  p.  1326. 

-Ibid.,  pp.  13261331. 

a/biU,  vol.  131.  no.  97,  p.  2164. 
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from  the  Covenant.  Then  we  should  know  where  we  are.  Either  you  are 
going  to  act  up  to  Article  XXII  or  you  are  not,  because  that  is  going  to 
be  the  question  asked  in  Mesopotamia,  Palestine,  and  all  these  countries  of 
the  world.  There  is  no  use  in  saying  that  we  are  working  this  in  the  Belgian 
part  of  East  Africa,  that  we  will  see  that  the  French  are  not  allowed  to 
conscript  people  in  Togoland  under  Article  XXII,  but  when  it  comes  to 
applying  that  article  to  our  possessions,  then  we  are  going  to  tear  up  the 
mandatory  principles  and  create  these  government  monopolies.i 

Lord  Robert  Cecil,  leader  of  the  opponents  of  the  agree- 
ment bill,  said :  ^ 

Some  honorable  gentleman  suggested  that  this  is  nothing  but  sanctioning  a 
purely  commercial  agreement  handing  over  the  powers  of  the  phosphate 
company  to  the  British  Government.  It  is  nothing  of  the  kind.  The  phos- 
phate company,  in  fact,  was  working  under  the  German  Government — let  us 
remember  that — and  while  working  under  the  German  Government  it  traded 
freely  with  those  who  became  subsequently  the  enemies  of  Germany.  .  .  . 
Here  we  are  going  to  preclude  the  possibility  of  a  single  ton  of  phosphate 
being  sold  to  anybody  except  the  three  governments  concerned  and  for  our 
own  personal  use. 

I  wiU  not  say  [he  continued]  if  the  League  were  to  sanction  that  arrange- 
ment that  that  would  not  be  consistent  with  the  terms  of  the  Covenant, 
but  I  do  say  it  is  altogether  inconsistent  with  the  spirit  of  Article  XXII. 
Undoubtedly,  there  was  no  idea  that  the  mandatory  was  to  use  this  power  in 
order  to  secure  a  monopoly  of  the  riches  of  the  mandated  country.  That  is 
absolutely  inconsistent  with  the  whole  framing  of  Article  XXII. 

It  seems  to  me  if  we  go  on  with  this  proposal  it  is  perfectly  fatuous  for 
us  to  talk  any  more  about  scraps  of  paper.* 

Mr.  Herbert  H.  Asquith,  leader  of  the  former  Liberal  Gov- 
ernment,  asserted  that  the  agreement  is  one  which 

has  no  legal  or  international  validity  of  any  sort  or  kind  and  which  indeed, 
in  the  terms  in  which  it  is  made,  is  in  flagrant  contravention  of  both  the 
letter  and  the  spirit  of  the  Covenant  of  the  League  of  Nations.  It  is  a  small 
case  in  itself,  but  it  would  be  a  precedent.  If  this  is  done  in  the  case  of 
the  Island  of  Nauru,  there  is  no  reason  why  similar  agreements  should  not  be 
secretly  and  behind  the  back  of  the  League  of  Nations  concluded  aU  over 
the  world. 

This  is  the  latest  form  of  preference!  Here  is  a  mandate  given  to  the 
British  Empire,  confined  so  far  as  its  practical  operation  is  concerned  to 
three  of  its  constituent  members,  and,  what  is  much  more  important,  when 
you  come  to  hand  over  the  phosphates  for  them  to  go  to  three  selected  parts 

1  Ibid.,  vol.  130,  no.  78,  p.  1311  et  seq, 
*  Ibid.,  p.  1321. 
» Ibid.,  p.  1319. 
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of  the  Empire  anil  not  to  the  rest.  .  .  .  You  are  going  to  give  preferential 
treatment  to  particular  parts  of  your  own  Empire  as  against  the  rest  of  the 
world.  A  worse  example  to  set  and  one  in  more  open  contradiction  to 
the  provisions  of  the  fifth  paragraph  of  Article  XXTI,  which  provides  that 
in  the  execution  of  a  mandate  equal  opjKjrtunities  shall  be  secured  for  the 
trade  and  commere«  of  all  the  other  members  of  the  League,  I  think  it  is 
impossible  to  conceive.  It  is  illegal  in  its  origin,  unequal  in  its  operation,  it 
\»  opj>o«ed  in  all  respects  to  the  letter  and  the  spirit  of  the  Covenant  of  tb« 
League  of  Nat  ions,  i 

The  bill  providing  for  the  ratification  of  the  Nauru  agree- 
ment was  finally  amended  in  its  ratif\'ing  clause  to  read 

the  agreement  is  hereby  confirmed,  subject  to  the  pro\'ision3  of  Article  XXII 
of  the  Covenant  of  the  League  of  Nations.2 

British  Preferential  Tariffs 

I  made  only  jjai^.sing  reference  in  my  discussion  of  colonies 
to  the  self-governing  dominions  of  the  British  Empire,  since 
they  are  hardly  to  be  classed  as  colonies.  The  bond  between 
them  and  Great  Britain  has  been  referred  to  as  an  "  alliance," 
and  that  relationship  seems  more  accurate  than  the  relation- 
ship of  mother  country  and  colony.  The  self-governing 
dominions — Canada,  Australia,  New  Zealand  and  the  Union  of 
South  Africa — are,  in  all  internal  matters,  independent,  and  in 
foreign  affairs  their  desire  is  now  seldom,  if  ever,  disregarded 
by  the  London  government.  Empire  sentiment  has  grown 
and  thrived  among  them,  but  they  make  all  their  own  laws, 
including  protective  tariffs  which  protect  their  industries 
against  those  of  Great  Britain.  They  are  not  bound  by  pro- 
visions in  British  treaties  unless  they  elect  to  be  (except  in  the 
case  of  a  few  old  and  unrevised  treaties).  Their  divergent 
interest  and  freedom  of  independent  action  in  this  respect  is 
safeguarded  by  a  provision  inserted  in  the  treaties  of  Great 
Britain  since  the  beginning  of  this  centur\'  making  these  treaties 
applicable  to  British  colonies,  possessions,  protectorates  beyond 
the  seas  only  upon  notice  to  that  effect  given  through  the 
British  Foreign  Office.  Separate  withdrawal,  as  well  as 
separate  aiihesion,  is  alst)  permitted  to  the  overseas  possessions 
upon  notice.      Canada  coiuluctcd  the  recij)rocity  negotiations  of 

1  Ibid.,  pp.  1322-23. 

-  The  Nauru  Islantl  Agrcomont  .\ct.  1*.il'(i  (10  &  11  Coo.  ;".,  (  li:ii>t«^r  l.'7). 
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1910-1 1  with  the  United  States  direct  and  not  through  the  For- 
eign Office  at  London.  These  dominions  entered  the  Great 
War  of  1 9 14- 1 8  voluntarily  and  the  London  government  was 
not  in  a  position  to  compel  them  at  any  time  to  send  a  single 
soldier  or  to  pay  a  single  dollar.  They  maintained  their  own 
overseas  units.  They  sat  in  the  Peace  Conference  as  nations, 
signed  the  Peace  Treaty  as  nations,  and  are  participating  in 
the  League  of  Nations  as  nations.  South  Africa,  New  Zealand, 
and  Australia  were  granted  former  German  territories  which 
they  now  hold  under  mandates.  Even  in  recent  months  we 
have  heard  it  seriously  proposed  that  Canada  and  Australia 
shall  send  ministers  to  Washington. 

Nevertheless,  the  most  elaborate  system  of  tariff  prefer- 
ences in  the  world  is  found  in  the  tariffs  of  these  dominions. 
These  preferences  discriminate  against  nations  outside  of  the 
British  Empire  with  whom  the  dominions  claim  the  privilege 
of  sitting  as  equals  in  the  councils  of  nations  and  even  against 
parts  of  the  Empire.  The  dominions  give  preference  to  Great 
Britain  and  sell  it  to  each  other.  The  Customs  Union  of  South 
Africa  grants  preferences  to  Great  Britain ;  New  Zealand  im- 
poses a  surtax  on  all  goods  imported  from  points  outside  the 
British  Empire ;  and  Australia,  which  established  preference 
in  favor  of  British  goods  in  1907,  enacted  in  1920  a  three- 
schedule  tariff  granting  to  British  goods  substantial  preferen- 
tial treatment  and  yet  leaving  the  minimum  duties  sufficiently 
high  to  protect  the  nascent  industries  of  Australia. 

The  Canadian  tariff  is  most  familiar  to  us  in  the  United 
States.  It  has  three  schedules,  the  lowest  or  preferential  tariff, 
granted  to  goods  imported  from  the  United  Kingdom  and  from 
reciprocating  parts  of  the  British  Empire;  the  intermediate 
tariff,  used  for  bargaining  with  other  nations,  and  the  general, 
or  highest,  tariff,  imposed  on  all  other  goods.  The  United 
States  pays  the  general  tariff. 

Most  striking  in  the  system  of  British  preference  has  been 
the  development  of  preferential  agreements  among  the  differ- 
ent parts  of  the  British  Empire.  They  recall  the  exclusive 
reciprocity  agreements  of  the  United  States  under  the  tariff 
acts  of  1890  and  1897,  of  which  the  American  preference  in 
the  Brazilian  market  is  the  sole  surviving  remnant.  Today 
there  are  special   agreements   between   Australia  and    South 
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Africa,  between  New  Zealand  and  South  Africa,  and  between 
Canada  and  the  British  West  Indies.  This  last-named  agree- 
ment became  effective  in  191 3.  A  revision  of  it  was  signed 
on  June  iS,  1920,  and  as  yet  has  not  been  ratified  by  all  the 
parties.  Under  it  Canada  receives  substantial  concessions  in 
the  tariffs  of  the  British  West  Indies  and  grants  in  return  sub- 
stantial preferences  to  British  West  Indian  goods  imported 
into  Canada. 

The  modern  policy  of  preference  in  the  British  Empire 
originated  in  the  dominions.  For  years  the  British  govern- 
ment withstood  the  urgings  of  the  colonies  to  grant  their  prod- 
ucts preferential  treatment  in  the  markets  of  Great  Britain, 
The  war,  however,  brought  a  change.  Preferences  in  favor 
of  Empire  goods  were  introduced  into  the  whole  schedule  of 
dutiable  articles  in  the  British  budget  of  1919.  The  list  of 
products  includes,  among  others,  tea,  cocoa,  coffee,  currants, 
sugar,  tobacco,  wines  and  spirits.  More  significant  than  the 
preferences  on  this  limited  list  of  imports  is  the  fact  that  the 
principle  of  preferential  tariffs  has  at  last  been  recognized  by 
the  British  government.  During  the  debate  on  the  budget 
of  1 91 9  it  was  proposed  to  extend  the  privileges  of  the  prefer- 
ential provisions  to  the  mandated  territories,  and  to  do  this 
there  w-as  added  to  the  definition  of  "  British  Empire  "  in  the 
original  bill  the  words  "  or  is  a  territory  in  respect  of  which 
a  mandate  of  the  League  of  Nations  is  exercised  by  the  gov- 
ernment of  any  part  of  His  Majesty's  Dominions." 

The  Menace  of  Trade  Wars 

The  conditions  which  I  have  reviewed  today  constitute  a 
problem  not  only  for  the  United  States  but  for  ever}'  nation. 
Its  solution  depends  fundamentally  upon  the  spirit  in  which 
it  is  approached.  If  it  be  said  uncompromisingly  that  re- 
ciprocity agreements  and  colonial  preferences  are  domestic 
questions,  no  progress  can  be  made.  Nations  have,  under  the 
commercial  standards  of  the  past,  an  abstract  right  to  impose 
practically  all  the  discriminations  I  have  mentioned.  Bargain- 
ing and  jjcnalty  tariffs  *  have  been,  with  rare  exceptions,*  con- 

1  United  States  Tariff  Commissioii  Report,  "Reciprocity  and  Commercial 
Treaties. ' ' 

2  Trade  war  iK^twiH*!!  Gorniany  and  Canada,  <>/).  ci/.,  p.  -ITft. 

(aoo) 


No.  2]       TARIFF  PREFERENCES  AND  DISCRIMINATIONS  57 

sidered  applicable  only  to  cases  of  direct  discriminations  in 
national  tariffs  and  the  most-favored-nation  clause  in  modern 
commercial  treaties  does  not  usually  apply  to  special  relations 
between  colonies  and  the  mother  country.  It  is,  therefore,  not 
a  question  of  right  which  is  before  us.  Each  nation  may  stand 
on  its  rights  and  let  the  world  go  hang.    Statesmen  may  cling  to 

"...  the  good  old  rule, 
.  .  .  The  simple  plan, 

That  they  should  take  who  have  the  power 
And  they  should  keep  who  can. ' ' 

But  we  get  nowhere  by  this  international  anarchy.  What 
does  it  profit  if  one  nation  justifies  its  acts  of  discrimination  by 
citing  those  of  others?  Or  how  can  one  nation  expect  to  suc- 
ceed in  its  protest  against  discriminations  if  it  refuses  to  give 
up  its  own?  In  the  United  States  we  can  not  consistently 
object,  in  the  absence  of  treaty  provisions,  to  the  preferential 
systems  of  other  nations  so  long  as  we  retain  our  large  prefer- 
ence in  the  Philippine  market.  Nor  can  we  expect  to  arrest 
the  spirit  of  discriminations  and  retaliation  if  we  carry  into 
practice  the  monopolization  of  Philippine  shipping  and  the 
tariff  discriminations  in  favor  of  goods  imported  in  American 
bottoms  proposed  by  the  Merchant  Marine  Act.  Nor  can  other 
nations  expect  the  United  States  to  remain  indifferent  while 
they  continue  to  stake  out  exclusive  preserves  in  the  rich 
territories  over  which  they  hold  political  control. 

Colonial  tariffs  and  preferential  systems,  as  a  matter  of  fact, 
constitute  a  problem  whose  solution  calls  for  liberal  and  con- 
structive statesmanship  in  every  nation.  Today  surely  is  no 
time  to  be  dogmatic  in  commercial  policy  or  to  fall  back  on  the 
discredited  practices  of  the  past.  The  adoption  of  the  prin- 
ciple of  equality  of  treatment,  however,  is  unquestionably  the 
first  step  in  any  plan  for  peace.  If  it  be  good  in  the  case  of 
Central  Africa  and  other  territories  whose  commerce  is  regu- 
lated by  open-door  treaties,  it  is  equally  desirable  in  other  parts 
of  Africa,  in  Asia,  and  Oceania.  Exceptions  are,  no  doubt, 
admissible.  Let  us  not  deceive  ourselves  by  enlarging  on 
things  unimportant.  There  are  cases  of  preference  which  will 
be  readily  conceded  by  all  to  be  just.  It  is  not  these,  however, 
which  menace  us  today  with  trade  wars.     It  is  those  compre- 
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hensive  schemes  which  seek,  by  tariffs  and  other  restrictions, 
to  monopolize  the  markets  and  resources  of  vast  undeveloped 
areas  of  the  earth. 

A  few  principles  suggest  themselves  which  should  guide  the 
commercial  policy  of  the  United  States  in  the  present  situation. 
We  should,  on  everj-'  possible  occasion,  insist  emphatically  upon 
the  enforcement  of  existing  open-door  treaties  and  understand- 
ings and  refuse  to  permit  them  to  be  abrogated  or  evaded.  We 
should  oppose  the  extension  of  colonial  control  over  new 
territories  or  the  granting  of  mandates  except  where  it  is  ac- 
companied by  the  strictest  of  guarantees  of  equality  of  treat- 
ment. It  may  even  be  advisable  for  us  to  seek,  through  new 
commercial  treaties,  the  guarantee  of  national  treatment  in  the 
colonies  of  those  nations  which  still  maintain  the  open  door. 
Desirable  as  these  policies  are,  however,  they  are  not  sufficient. 
It  is  necessar}^  to  recognize  that  preferential  tariffs  and  re- 
strictions constitute  a  problem  which  can  not  be  solved  by 
nations  acting  singly,  or  bargaining  two  by  two.  They  pre- 
sent an  excellent  case  for  conference  and  cooperation  among 
nations.  Little  will  be  accomplished  until  we  recognize  that 
tariff  and  other  preferences  are  essentially  international  prob- 
lems ^  which  can  be  solved  only  by  men  willing  to  look  beyond 
the  narrow  limits  of  national  commercialism  and  to  see  the  real 

1  Nations  have  retained,  and  for  the  immediate  future  at  least  will  continue 
to  retain,  the  right  to  levy  a  reasonable  tariff  on  goods  they  import  from 
abroad-  How  high  or  how  low  the  tariff  duties  of  a  nation  should  be  is  a 
question  primarily  for  domestic  determination.  The  need  of  a  government 
for  revenue  or  of  the  people  for  food  and  raw  materials  and  the  stage  of 
industrial  development  in  which  a  nation  may  find  itself  constitute  the 
determining  factors.  Even  in  the  case  of  bargaining  tariffs  these  factors 
determine  the  effective  minimum  rates. 

As  distinguished  from  the  height  of  tariffs,  preferential  and  discrimina- 
tory rates  raise  a  different  question.  These  are  more  obviously  and  always 
matters  of  international  concern.  When  a  country  places  the  product*  of 
one  people  on  a  more  favorable  tariff  basis  than  the  products  of  another 
people,  it  has  sown  the  seed  of  international  illwill.  Plausible  arguments 
in  favor  of  reciprocal  arrangements  and  preferences  do  not  alter  the  hard 
fact  that  a  nation  discriminated  against  by  another  hiis  a  grievance  which 
it  may  nurse  into  a  hatred.  In  a  world  where  economic  interests  are  in- 
separably interlocked,  he  is  on  the  defensive  who  holds  that  inequalities  in 
tariffs  are  not  subjects  for  international  discussion — ixrhaps  for  inter- 
national decision.  From  Culbertson,  W.  S.,  Commercial  Policy  in  War 
Time  and  After  (1919),  pp.  263  and  267-68. 
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interest  of  each  nation  in  the  harmonious  cooperation  of  all. 
If  no  stay  is  given  to  discriminatory  and  exclusive  practices 
which  now  mark  the  policy  of  almost  every  important  nation, 
we  shall  go  forward  into  a  period  of  trade  war  and  conflict 
from  which  we  shall  look  back  even  upon  the  conditions  of  this 
day  as  the  happy  state  of  a  golden  age  from  which  we  fell. 
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TARIFF  READJUSTMENTS  AND  TRADE 
EXPANSION 

ALBERT  GREENE  DUNCAN 

Former  President  National  Association  Cotton  Manufacturers; 

Treasurer,  Harmony  Mills,  Boston 

I  WILL  try  to  sum  u]),  if  possible,  the  significant  phases  of 
this  discussion.  I  want  particularly  to  commend  the 
able  paper  of  Mr.  Kies.^  He  has  given  a  picture  of  the 
relation  of  America  to  the  disordered  conditions  in  Europe 
that  I  have  hardly  seen  equaled  and  I  would  commend  him 
because  he  presents  no  prepared  panacea.  All  he  demands  is 
the  most  intelligent  and  thoughtful  discussion  of  this  matter 
with  a  view  to  its  ultimate  solution.  He  takes,  I  am  glad  to 
see,  as  a  fundamental  basis  of  his  argument,  the  statement  that 
our  industries  should  be  protected  against  a  ruinous  flood  of 
imports.  It  is  significant  that  he  used  the  word  "  ruinous  ". 
Next  he  states  that  our  production  of  manufactured  goods 
and  of  farm  products  should  be  increased  to  the  maximum  so 
that  our  valuable  home  market  could  be  preserved  by  the 
lowering  of  costs  thereby  brought  about.  As  the  third  funda- 
mental, but  as  a  corollary  of  the  other  two,  he  asserts  that  our 
export  trade  should  be  increased  to  utilize  our  surplus  products 
in  every  wise  and  proper  manner.  He  has  called  our  at- 
tention to  the  remarkable  fall  in  the  rate  of  exchange,  the  vast 
difference  in  the  wages  paid  by  countries  abroad  and  by  our 
own ;  and  his  paper,  I  believe,  will  warrant  the  most  careful 
study  as  a  plan  of  the  foundation  on  which  can  be  built  the 
superstructure  of  our  future  financial  and  industrial  relations 
with  other  countries. 

The  next  tvvo  papers  "  take  opposite  sides  on  the  very  vexed 

1  See  supra,  p.  145,  "Fundamental  Factors  in  the  Present  Economic 
Situation  in  Europe, "  by  W.  S.  Kies. 

2  See  »upra,  p.  176  and  p.  159,  "A  Tariff  Policy  for  a  Creditor  Nation, 
from  a  Low  Tariff  Point  of  View,"  by  E.  F.  Gay,  and  "A  Tariff  Policy 
for  a  Creditor  Nation  Considered  from  a  Protective  Tariff  Point  of  View," 
by  E.  N.  Dingley. 
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question  of  the  tariff.  I  feel  it  is  perfectly  proper  for  me  to 
leave  the  discussion  of  that  question  just  where  Mr.  Gay  and 
Mr.  Dingley  leave  it.  I  am  frank  to  say  that  the  opposite 
extremes  of  free  trade  and  protection  have  been  ably  pre- 
sented. Personally,  speaking  as  a  manufacturer,  I  would  say 
that  free  trade  is  a  beautiful  theory  but  after  an  experience  of 
three  changes  in  tariff  policy  in  this  country,  when  we  adopted 
a  tariff  for  revenue  only,  which  is  a  sister  of  free  trade,  I  say 
to  you  that  it  will  not  work  and  it  is  not  working  today. 

From  the  first  of  January  to  the  first  of  October,  1920,  there 
have  been  imported  into  this  country  five  times  the  number  of 
square  yards  of  cotton  goods  that  were  imported  last  year,  or 
practically  in  any  year  with  one  exception  since  191 2,  and  the 
cotton  industry  today  is  working  on  less  than  fifty  per  cent 
production,  and  about  twenty-five  per  cent  of  our  mills  are 
absolutely  closed.  There  may  be  no  connection  between  five 
times  the  increase  in  importations  and  fifty  per  cent  decrease 
in  domestic  production,  but  speaking  as  a  cotton  manufacturer 
whose  mill  is  closed,  I  think  there  is. 

There  are  one  or  two  facts  not  brought  out  in  these  papers 
that  I  believe  should  be  injected  into  this  discussion.  The 
first  is  the  confusion  which  has  arisen  in  not  distinguishing 
between  the  value  and  the  quantity  of  exports  and  imports. 
From  1 914  to  1920,  speaking  in  fiscal  years,  we  are  told  that 
our  export  trade  has  increased  by  the  astounding  sum  of  five 
and  one-half  billion  dollars.  However,  a  recent  statement  by  a 
statistician  of  the  National  City  Bank,  Mr.  O.  P.  Austin,  ably 
analyzed  the  quantities  of  commodities  exported  which  were 
expressed  in  barrels  and  bales  and  bushels  and  tons  in  com- 
parison with  their  value  in  dollars.  He  reduced  all  our  ex- 
ports to  pounds  and  found  that  from  1914  to  1920  our  exports 
had  increased  the  relatively  insignificant  sum  of  thirty-five 
per  cent  in  volume,  while  their  value  had  increased  two  hun- 
dred and  twenty-four  per  cent.  Figuring  in  the  same  way  the 
things  we  buy — our  imports — he  found  that  during  the  same 
period  they  increased  in  quantity  sixty-six  per  cent,  while  their 
value  increased  two  hundred  and  forty-four  per  cent.  In 
other  words,  while  our  favorable  trade  balance,  so-called,  if 
expressed  in  dollars  shows  a  remarkable  increase  in  our  favor, 
yet  if  our  total  foreign  trade  is  reduced  to  quantities,  it  appears 
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that  our  imports  are  increasing  faster  than  our  exports.  Then 
he  was  curious  and  he  looked  back  to  see  what  the  normal 
increase  in  exports  iiad  been  in  previous  years,  taking  the  same 
measures  of  quantity  not  value,  and  he  found  that  from  1908 
to  1 91 4,  the  preceding  six  years,  the  quantities  of  exports  of 
this  country  had  increased  twenty-five  per  cent  which  might 
be  taken  as  a  normal  increase  of  our  export  trade,  expressed 
in  pounds,  gallons,  bushels  and  tons. 

Now  if  under  the  abnormal  condition  of  the  world- war 
years  when  all  nations  have  been  willing  to  pay  any  price  for 
commodities  t(^  equip  their  armies  and  save  their  people  from 
starvation  and  freezing,  when  we  have  exported  coal  all  over 
the  world  at  a  value  hitherto  unknown  to  ourselves  or  any 
other  nation,  we  have  only  increased  our  exports  ten  per  cent 
over  the  normal,  it  seems  to  me  that  as  the  value  of  these 
commodities  comes  down,  all  this  favorable  trade  balance  that 
the  free  traders  are  afraid  of,  and  insist  must  be  settled  by 
imports,  is  going  to  disappear. 

We  will  take  the  case  of  cotton  with  which  I  am  familiar. 
In  191 4  we  exported  four  and  one-half  billion  pounds  of 
cotton,  raw  cotton  at  an  average  price  of  thirteen  cents  a 
pound.  In  1920  we  exported  three  and  one-half  billion  pounds 
of  cotton,  twenty-five  per  cent  less,  at  an  average  price  of 
thirt)'^-nine  cents  a  pound.  In  other  words,  we  received  one 
hundred  and  twenty-five  per  cent  more  for  the  three  and  one- 
half  billion  pounds  of  cotton  we  exported  in  1920  than  for  the 
four  and  one-half  billion  pounds  of  cotton  we  exported  in 
1 91 4.  Cotton  today  can  be  exported  not  at  thirty-nine  cents 
but  at  fifteen.  Wheat  can  be  exported,  not  at  over  three  dol- 
lars, but  for  less  than  two  dollars.  It  is  the  quantity  of  these 
commodities  and  not  their  fictitious  value  in  an  inflated  dollar 
that  we  want  to  consider  when  dealing  with  these  concrete 
problems. 

In  continuation  of  what  Mr.  Dingley  says  about  being  a 
creditor  nation  to  one  part  of  the  world  and  a  debtor  nation 
to  others,  I  want  to  ask  the  question,  why  not  settle  inter- 
national trade  balances,  not  on  the  direct,  but  on  the  triangular 
method  of  international  exchange?  Before  the  war  there  were 
many  nations  in  South  America  and  other  parts  of  the  world, 
where  we  did  not  export  more  than  ten  per  cent  of  the  amount 
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of  the  material  that  we  imported.  Brazil  is  a  particular  ex- 
ample. We  imported  cotton,  to  a  limited  degree,  coffee,  rubber 
and  hides,  and  we  sold  them  a  very  small  amount  of  cotton 
goods  and  machinery. 

With  wages  in  other  countries — and  wages  after  all  are 
seventy  to  eighty-five  per  cent  of  the  ultimate  cost  of  all 
manufactured  goods — amounting  to  one-third  to  one-fifteenth 
of  our  own,  why  not  allow  our  distressed  brothers  of  Europe 
to  export  their  cheap  cotton  and  woolen  goods  and  other 
manufactured  articles  to  Brazil?  We  will  pay  the  Brazilians 
in  good  American  dollars  for  their  products,  which  good 
American  dollars  our  European  competitors  will  gladly  take 
and  in  them  pay  us  our  bills.  Previous  to  the  war,  the  inter- 
national balance  was  settled  on  the  basis  of  a  draft  on  London. 
On  whoever  the  international  draft  of  the  world  may  be  drawn 
in  the  future — whether  the  financial  capital  may  return  to 
London  or  be  located  here  in  New  York — it  seems  to  me  makes 
but  little  difference.  If  there  can  be  a  triangular  interchange, 
as  there  was  before  the  world  war,  instead  of  direct  barter  as 
the  free  traders  would  have,  the  international  balance  in  our 
favor  will  in  time,  to  my  mind,  disappear. 

I  do  not  feel  that  it  is  possible  in  the  space  limits  allowed 
me  to  discuss  the  question  of  the  fixed  indebtedness  of  foreign 
countries  to  our  own.  There  is  one  thing  that  we  do  know, 
that  they  owe  us  approximately  ten  billion  dollars  which  we  ad- 
vanced and  took  their  bonds  in  payment  for  their  war  needs. 
As  a  manufacturer  I  want  to  record  my  belief  that  it  would 
be  wiser  financial  policy  for  our  government  and  our  people 
to  forget  that  debt  rather  than  to  put  in  jeopardy  the  mills, 
the  farms  and  the  factories  of  this  country  in  an  attempt  to 
force  the  payment  of  that  debt  in  commodities  manufactured 
at  a  labor  cost,  as  we  have  been  told,  from  one-third  to  one- 
fifteenth  of  our  own. 
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WE  here  in  America  are  especially  fond  of  what  we  call 
an  optimist,  and  I  have  never  been  quite  sure  in  my 
own  mind  what  an  optimist  really  is.  I  have  heard 
many  definitions,  most  of  them  intended  to  be  funny  and  some 
of  them  really  funny.  If  an  optimist  is  one  of  these  leather- 
lunged  gentlemen  who  gets  on  his  hind  legs  on  a  soap  box  and 
tells  us  that  ever}'thing  we  want  to  happen  is  sure  to  happen 
at  once,  why  I  am  not  an  optimist.  If,  on  the  other  hand,  an 
optimist  is  a  man  who  realizes  the  difficulties  of  the  situation 
and  yet  has  such  confidence  in  the  American  people,  in  their 
capacity  and  courage,  to  think  that  they  can  overcome 
those  difficulties,  then  I  am  an  optimist  and  not  a  fool. 
I  think  that  many  of  the  definitions  of  an  optimist  that  I 
have  heard  would  apply  more  to  a  fool  than  to  a  genuine 
optimist.  I  am  saying  this  because  I  am  asked  to  introduce 
the  subject:  The  present  economic  situation  in  relation  to 
foreign  trade  conditions.  It  may  be  that  my  introductory  ob- 
servations will  lead  some  persons  to  think  that  I  am  a  pessimist 
and  not  an  optimist.  I  am  not  a  pessimist.  I  realize  the  diffi- 
culties of  the  present  situation  but  I  have  an  abounding  con- 
viction that  the  American  people  will  overcome  the  difficul- 
ties of  the  present  just  as  they  have  overcome  the  difficulties 
of  the  development  of  this  great  country,  from  a  humble 
beginning  into  a  great  nation. 

I  have  used  once  or  twice  before  a  simile  which  I  think 
will  give  a  ver}'  simple  e.xplanation  of  what  I  have  in  mind. 
I  have  said  that  the  world  is  nothing  but  a  great  community, 
and  in  order  to  visualize  what  has  happened  or  what  is  happen- 
ing today  in  our  economic  and  trade  relations,  it  is  a  good 
thing  to  think  of  the  world  as  merely  a  small  town.  At  the 
beginning  of  the  war  the  manufactured  commodities  came  from 
se\en  shops  in  this  small  town.  (The  raw  j)roducts  came  from 
all  jjarts  of  the  globe.)      Three  of  them,   ICiigland,  Germany 
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and  the  United  States,  were  the  great  department  stores  of  the 
town.  The  others,  France,  Italy,  Belgium  and  Austria,  were 
the  specialty  shops  that  supplied  the  luxury  articles  of  the 
world.  The  war  began ;  and  all  of  these  shops,  except  one,  were 
closed.  It  is  true,  England  was  partly  open,  but  her  merchant 
marine  was  so  occupied  with  the  affairs  of  war  that  many  of 
the  sales  to  her  markets  were  curtailed  and  the  commerce  of 
the  world  came  to  us.  The  orders  of  the  world  were  laid  upon 
our  counters.  We  did  not  achieve  it.  It  was  thrust  upon  us, 
and  during  the  war  there  was  no  other  nation  functioning  as 
this  country  functioned  to  supply  the  wants  of  the  world.  We 
could  lay  down  our  own  conditions,  we  could  demand  cash  and 
we  did  not  build  up  the  intricate  trade  machinery  which  was 
the  product  of  generations  in  the  countries  of  the  world  which 
were  before  the  war  the  great  export  nations  of  the  world. 

The  war  has  now  ended.  The  other  shops  of  this  town  that 
I  have  alluded  to  are  opening.  The  factories  of  England  and 
of  France  and  the  other  nations  of  Europe  are  getting  each 
day  on  a  greater  productive  basis ;  and  even  if  there  were  no 
other  difficulty  it  would  be  perfectly  reasonable  and  rational 
to  expect  that  the  reopening  nations  of  Europe  would  do  their 
share  of  supplying  the  markets  of  the  world. 

But  in  addition  to  this  return  to  a  normal  basis,  other  diffi- 
culties confront  us,  particularly  that  of  foreign  exchange. 
Many  of  us  hear  of  foreign  exchange  and  our  own  business  or 
affairs  not  being  in  international  markets,  we  do  not  know 
exactly  how  it  operates  for  or  against  the  export  business  of 
this  country.  I  have  tried  to  visualize  this  situation  once  or 
twice  by  taking  a  foreign  merchant  in  any  of  the  South  Ameri- 
can countries  or  any  of  the  neutral  markets  of  the  world,  we 
will  say  Argentina,  for  an  example,  who  has  $10,000  which 
he  wishes  to  invest  in  goods  to  be  sold  to  his  home  customers. 

He  comes  to  New  York;  he  finds  that  his  $10,000  in  Argen- 
tine dollars  will  buy  just  $10,000  worth  of  our  merchandise. 
He  goes  to  England ;  he  finds  that  because  of  the  depreciation 
in  the  value  of  the  English  pound  internationally,  that  his 
$10,000  in  Argentine  dollars  will  buy  we  will  say  $14,000  or 
$15,000  worth  of  English  goods.  He  goes  to  France;  he 
finds  that  the  franc  has  depreciated  even  more  and  he  can  buy 
more  of  French  goods.      If  he  goes  to  Germany,  he  finds  that 
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he  can  buy  the  whole  German  lunpire  for  $10,000  and  become 
the  Kaiser,  perhaps. 

So  you  will  see  that  with  tiiese  two  forces  operating  against 
us,  the  reopening  of  the  other  shops  of  the  world,  and  the 
difficult)'  which  has  been  created  by  foreign  exchange,  it  is 
exceedingly  unreasonable  for  us  to  expect  that  the  great  volume 
of  export  business  which  we  have  enjoyed  during  the  war  can 
continue  upon  a  permanent  basis;  and  we  must  face  that  fact 
and  adapt  ourselves  to  the  new  conditions. 

I  believe  that  the  real  difficulty  with  the  American  in  for- 
eign trade  is  the  fact  that  he  never  has  really  gone  after  it; 
he  never  has  made  up  his  mind  that  he  wanted  it.  Necessity 
is  the  mother  of  a  great  many  things  besides  invention.  When 
the  foreign  markets  of  the  world  become  an  actual  necessity 
to  the  American  manufacturer,  I  have  confidence  that  the 
same  energy,  the  same  resourcefulness  which  has  built  up  this 
country  to  its  present  position,  will  be  applied  to  the  capturing 
of  a  fair  share  of  the  foreign  markets  of  the  world,  but  until 
that  time  comes,  if  we  are  going  to  do  as  we  did  before  the 
war,  use  the  foreign  markets  merely  as  a  dumping  ground  for 
the  surplus  of  our  products  here,  if  we  are  to  try  to  sell  to  them 
the  things  which  we  manufacture  for  our  own  markets  and  not 
find  out  the  things  which  they  want  manufactured  for  them, 
we  can  not  make  very  great  or  definite  progress. 

In  order  to  accomplish  great  progress,  many  things  must 
happen  which  have  not  happened  yet.  England,  particularly, 
which  has  been  the  great  trading  nation  of  the  world  for 
generations,  and  Germany  secondarily,  had  built  up  intricate 
international  trading  machines.  They  have  had  agents  and 
branches  in  every  part  of  the  world,  not  only  finding  out  what 
those  markets  need  and  booking  orders  for  the  home  factory, 
but  keeping  in  touch  with  every  change  in  style  and  demand 
and  giving  that  information  to  the  manufacturers  at  home. 
During  the  war  we  built  up  a  limited  number  of  foreign  trad- 
ing organizations  but  they  are  comparatively  limited  in  num- 
ber, and  the  orders  came  so  easily  and  the  margin  of  profit 
was  .so  great  that  we  have  not  yet  built  a  machine  which  has 
indicated  that  it  can  live  under  the  close,  grueling  competition 
of  peace  days. 

It  is  necessary  for  us  to  build  a  great  merchant  marine  and 
to  .see  that  it  is  efficiently  and  economically  operated.      We  have 
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established  the  beginning  of  a  merchant  marine  but  there  are 
many  things  besides  building  the  ships.  The  mere  creation 
of  the  officers  and  the  crews  for  a  ship  (and  that  is  necessary 
for  a  great  merchant  marine)  is  something  that  cannot  be  done 
overnight;  it  is  something  that  will  take  a  generation  at  least 
to  bring  about. 

We  must  create  our  trading  offices  all  over  the  world.  We 
must  create  a  machinery  for  taking  care  of  our  ships,  and  one 
of  the  principal  things  we  must  create  (which  we  have  not 
had  before  and  which  we  only  have  the  beginning  of  now)  is 
a  great  international  banking  machine  to  take  care  of  the 
finances  of  foreign  trade.  All  of  these  separate  units  must  be 
created  and  then  they  must  be  made  to  function  together  in 
one  great  machine  for  the  commerce  of  this  country. 

I  believe  that  when  the  time  comes  that  the  manufacturer  of 
America  needs  a  foreign  trade,  when  he  finds  that  it  is  a 
necessity,  all  of  these  things  will  be  accomplished.  I  am  not  a 
pessimist  about  the  future  of  this  country  in  its  foreign  trade, 
but  I  believe  that  it  is  utterly  foolish  for  the  leaders  of  thought 
always  to  prophesy  good  times  and  a  boom  next  week.  That 
is  not  the  information  that  the  masses  of  the  business  people 
of  this  country  need.  They  need  to  be  told  the  facts  so  they 
can  face  them. 

The  facts  are  today,  so  far  as  our  export  trade  after  the  war 
is  concerned,  that  we  have  lived  through  the  heyday  of  great 
years  of  prosperity,  and  we  have  come  now  to  a  point  where 
we  must  adjust  our  affairs  to  a  basis  where  we  can  compete 
with  other  nations.  One  of  the  most  fortunate  things  which 
will  happen  to  this  country,  I  believe,  is  the  bringing  of-  it 
back,  through  perhaps  a  slacking  of  trade  in  our  export  markets, 
to  a  realization  that  this  country  was  not  made  a  great  country 
by  conversation.  It  was  not  talked  into  existence.  It  was 
made  a  great  nation  because  the  people  took  off  their  coats,  went 
into  the  forest  and  hewed  down  the  trees  and  created  new 
towns  and  industries.  It  was  made  by  work.  The  world  has 
been  trying  to  find  a  substitute  for  work  and  there  is  no 
substitute  for  work  but  disaster,  and  the  best  thing  that  can 
happen  to  us  is  a  realization  that  the  old  simple  thoughts  of 
our  forefathers,  of  thrift  and  honesty  and  hard  work  are  the 
thoughts  which  we  must  have,  and  that  that  road  of  honest 
endeavor,  of  giving  an  honest  return  for  whatever  compensa- 
tion we  receive,  is  the  road  which  we  must  travel. 
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AMERICA'S  material  interests  in  the  Far  East  are  al- 
ready considerable,  and  they  are  growing  apace,  but 
she  has  other  interests  there  which  far  outweigh  the 
material  ones.  The  topic  for  general  discussion  here  has  to 
do  with  America's  foreign  trade,  and  I  have  been  asked  to 
speak  of  that  trade  with  the  Far  East.  Alluding  first  to  Japan, 
I  would  i>oint  out  to  you  that  ten  years  ago  our  total  trade  with 
that  country  was  $88,358,071.  In  the  year  ending  June  30, 
1920,  tliat  same  trade  had  grown  to  the  proportions  of  $980,- 
367,930.  Of  Japan's  total  export  and  import  trade,  approxi- 
mately 40  per  cent  is  now  with  the  United  States  of  America. 
In  the  year  1919  over  95  per  cent  of  Japan's  valuable  trade  in 
silk  was  with  us. 

If  we  are  looking  to  increase  our  prestige  and  our  trade  in 
foreign  markets,  -we  must  study  the  characteristics  of  these 
people  with  whom  we  hope  to  trade.  We  must  study  very 
especially  their  points  of  view;  and  now  perhaps  of  all  times 
it  is  the  most  important  thing  for  us  to  study  the  viewjx>ints  of 
these  Eastern  peoples,  because  they  have  a  very  distinct  in- 
dividuality of  their  own.  Suppose  we  look  at  Japan  first  of 
all :  Japan  came  out  from  her  feudalism  fifty  years  ago,  and 
of  all  the  nations  upon  the  earth,  in  the  half  centurj'  that  has 
elapsed,  Japan  has  made  the  most  gigantic  strides  in  a  material 
way.  Yet  when  we  go  to  Japan  and  when  we  talk  with  the 
Japanese  and  when  they  point  out  their  own  needs  to  us,  we 
realize  that  Japan  has  a  far  road  to  travel  yet  and  we  realize 
that  America  can  help  her  travel  on  that  way. 

Japan  is  a  land  which,  despite  its  wonderful  picturesqueness, 
the  cleverness  of  its  people,  their  beautiful  artisanship  and 
artistic  instincts,  is  yet  greatly  undeveloped.  The  Japane.se 
are  exceedingly  anxious  to  develop  their  country.  They  real- 
ize that  now  their  roads  are  very  bad.  Japan  would  like  to 
have  American  cai)ital  to  a.ssist  her  in  building  a  s\stcm  of 
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good  roads,  in  constructing  interurban  trolley  lines.  She 
wants  both  American  capital  and  American  material.  The 
same  holds  true  when  it  comes  to  the  upbuilding  of  her  factory 
and  industrial  system.  The  future  of  Japan  economically  de- 
pends upon  her  development  of  industry  and  manufacture. 
Agriculturally  her  development  is  restricted;  less  than  15  per 
cent  of  her  land  being  under  cultivation,  the  balance  of  her 
territory  being  rocky  and  mountainous.  Therefore,  Japan  must 
become  a  strong  industrial  nation  and  one  exporting  manu- 
factured goods.  To  reach  that  point  of  attainment  she  greatly 
desires  American  capital,  materials  and  cooperation. 

The  Japanese  look  to  us  to  assist  them  in  becoming  an  in- 
dustrial nation,  and  in  ways  legitimate  to  us  and  in  no  way 
harmful  to  our  own  interests  we  can  help  in  that  respect.  One 
Japanese  capitalist  said  to  me  that  they  wanted  our  cooperation 
in  sending  machinery  there,  in  sending  capital  there,  in  develop- 
ing the  great  water  powers  of  Japan,  by  reason  of  the  fact  that 
Japan  is  so  lacking  in  coal  at  the  present  time.  What,  then, 
is  the  attitude  of  America  as  an  investor  in  Japan  at  the  present 
time  ?  I  ask  that  question  very  especially,  because  today  there 
is  a  Japanese  question  that  is  confronting  us  and  here  in 
America,  after  returning  from  the  Far  East,  I  find  almost  all 
my  countrymen  either  strongly  "  pro-Jap  "  or  strongly  "  anti- 
Jap  ".  As  I  said  to  the  men  of  affairs  in  Japan,  "  You  cannot 
expect  at  the  present  any  great  amount  of  capital  to  flow  from 
America  to  Japan,  not  for  the  reason  that  the  whole  world  is 
short  of  capital  for  the  moment  (although  that  is  true),  but 
because  there  are  certain  tendencies  in  the  Japanese  national 
life  that,  to  our  minds,  must  be  headed  in  a  little  different  way 
if  we  are  to  feel  free  to  cooperate  in  Japan  with  you  on  a 
grand  scale." 

Japanese  themselves,  that  is  to  say,  the  Japanese  liberal 
element,  were  the  first  to  point  out  to  me,  a  cleavage  between 
that  liberal  element  on  the  one  hand  that  wants  to  move  for- 
ward along  the  same  lines  that  America  is  moving,  and  the 
so-called  Military  Party  on  the  other  hand,  that  goes  back  to 
the  time  when  Japan  was  a  feudal  nation  and  that  still  be- 
lieves that  Japan's  only  way  to  make  herself  secure  and  to 
make  progress  is  to  maintain  a  very  large  army  and  a  very 
large  navy  and  to  make  expeditions  into  Siberia,  or  perhaps 
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to  Other  jjoints  on  tlie  coast  of  Asia,  As  I  said  to  the  Japanese, 
and  as  I  believe  ever>'  business  man  in  America  will 
agree,  "  Not  until  that  tendenc\'  (toward  imperialism,  so- 
called)  in  Japan  has  been  somewhat  changed  shall  we  see  a 
change  in  the  attitude  on  the  part  of  our  American  investors." 

We  iill  have  heard  a  good  deal  about  the  military'  party  in 
Japan,  and  we  ought  to  study  its  situation,  to  try  to  see  its 
"  pros "  and  "  cons  ".  You  are  aware  perhaps  that  the 
Jaj)anesc  constitution  provides  that  when  the  premier  of 
Japan  picks  a  new  cabinet,  and  when  he  comes  to  naming  the 
Minister  of  War  and  the  Minister  of  the  Navy,  he  is  com- 
pelled to  choose  certain  nominees  of  the  general  staffs  of  the 
army  and  of  the  na\'y.  So  that,  without  the  consent  of  the 
general  staffs  of  those  two  military  arms  of  the  service,  the 
premier  may  at  times  be  almost  unable  to  name  a  cabinet. 
Then  in  191 3  you  remember  that  the  Katsura  ministr)'  passed 
anotlier  law  which  permitted  the  Minister  of  War  and  the 
Minister  of  the  Navy  to  take  certain  steps  which  they  deemed 
necessary  for  the  national  defence  w'ithout  even  informing  the 
I)remicr  or  the  cabinet.  Those  are  the  two  laws  which  the 
Japanese  liberals — and  there  are  thousands  of  them  and  they 
are  growing  in  number  and  influence — talked  to  me  about, 
as  beng  a  handicap  to  Japan's  progress  along  the  lines  of 
liberalism. 

This  California  question  is  a  part  of  our  whole  relation  with 
Japan  that  is  important,  in  itself,  but  not  so  important  as  other 
features  of  our  relations  with  Japan,  namely  those  relations  in 
the  Fart  East  themselves.  Japan  herself  realizes  perfectly 
well  that  as  time  goes  on  the  United  States  will  probably  bar 
out  the  Japanese  entirely  from  immigration  here;  that  there 
will  be  abolished  the  picturc-bridc  agreement  and  the  adopted- 
son  agreement;  and  Japan,  as  I  take  it,  does  not  object:  she 
bars  Chinese  labor  from  her  own  shores.  But  she  wants  us 
to  study  the  question  with  her,  to  sit  down  with  her  and  to 
arrive  at  a  basis  of  agreement  witli  her  without  slapping  her 
in  the  face.  That  is  the  one  imj)ortant  point  about  our  rela- 
tions with  Japan  today.  Wc  have  not  as  yet,  with  all  due 
respect  for  our  fellow  countrymen  in  the  far  west,  learned  to 
deal  with  the  most  gracious  and  the  most  courtly  nation  in 
the  world — the  Japanese;  we  liave  not  learned  to  treat  them 
polittrly. 
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While  we  are  right  on  that  point,  I  know  that  some  of  our 
people  have  been  aghast  when  they  have  read  in  the  papers 
that  in  Japan  fifty  per  cent  of  the  public  revenue  is  devoted 
to  the  military  and  to  the  naval  forces  of  that  country.  Yet 
remember  that  is  following  a  great  war,  and  we  have  nothing 
to  say  when  we  note  that  of  our  own  estimated  revenue  this 
year  for  the  federal  Treasury  at  Washington,  if  we  include 
the  service  upon  our  war  debt  and  also  pensions,  eighty  per 
cent  of  our  total  federal  revenue  is  devoted  to  war  purposes. 
In  other  words,  when  we  read  these  statements  about  Japan 
that  are  rather  startling  in  their  way,  we  must  take  them  with 
a  grain  of  salt  and  compare  them  with  the  situation  existing  in 
our  own  country  today.  Then  when  we  realize  that  the  situa- 
tion with  us  is  abnormal,  perhaps  we  shall  realize  that  the 
situation  over  there  in  Japan  is  also  somewhat  abnormal.  But 
in  any  event  my  plea  for  Japan  is  to  study  her  situation  with 
a  calm  and  dispassionate  mind  and  without  the  rancor  that 
might  possibly  lead  to  real  trouble. 

Next,  take  Siberia.  That  indeed  is  a  region  that  it  will 
repay  our  American  manufacturers  to  study  and  to  cultivate. 
To  be  sure,  at  the  present  time  it  is  under  the  sway  of  the 
soviet  government.  But  in  Siberia  sovietism  is  not  of  the 
red  type  that  it  has  been  in  Moscow ;  but  is  a  sober,  rather 
restrained  movement.  Today  it  would  appear  perfectly  pos- 
sible for  Americans  to  trade  safely  in  Siberia. 

We  all  know  of  John  F.  Stevens,  the  eminent  American  rail- 
way engineer.  We  know  the  fine  piece  of  war  work  he  ac- 
complished in  Siberia  and  along  the  line  of  the  Chinese  East- 
ern Railway,  a  work  conducted  with  altruistic  motive  for  the 
essential  benefit  of  the  people  of  Russia  and  of  the  Allies.  I 
met  him  at  Mukden  in  Manchuria  on  my  way  out  of  China 
last  May.     What  he  said  to  me  was  this : 

Mr.  Lamont,  I  have  come  down  from  Harbin,  a  journey  of  700  miles  here 
and  return,  just  to  spend  an  hour  with  you  and  give  you  a  message  to  the 
business  men  of  the  United  States.  That  message  is  that  they  must  never 
rest  content  until  in  Siberia  the  door  of  opportunity  is  surely  kept  open,  so 
as  to  give  free  and  equal  trade  opportunity  to  America  and  to  aU  the  other 
nations;  so  as  to  assist  in  the  development  of  that  wonderful  region. 

He,  who  had  been  working  in  that  region  steadily  for  three 
years,  described  to  me  in  sober,  restrained  language  its  great 
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resources  as  an  agricultural,  a  timber  and  a  mining  region. 
"  Siberia  ",  he  said,  "  is  one  of  the  grand  granaries  of  the 
world."  It  has  for  export  great  quantities  of  wheat;  hundreds 
of  carloads  of  hides  were  waiting  means  for  export,  Stevens 
said.  The  forests  are  of  immense  variety  and  value.  With 
exportable  products  that  can  be  made  available  on  such  a  grand 
scale,  it  is  manifest  that,  in  order  to  jjroduce  those  commodities, 
the  very  things  that  Siberia  requires  are  best  made  in  America 
— harvesting  machincr}-,  mowers,  reapers,  tractors — and  then 
more  tractors. 

.\nd  last  we  come  to  China.  That,  of  course,  oflfers  the 
greatest  single  oj)portunit\'  for  American  trade  in  the  Far  East. 
There,  we  have  a  chance  of  doing  business,  not  with  the  fifty- 
seven  million  people  which  form  Japan's  population,  or  the 
thirteen  million  that  make  up  Siberia's,  but  with  four  hundred 
million.  Our  total  trade  with  China  ten  years  ago  was  a  trifle 
over  $55,000,000.  Last  year  it  was  over  $371,000,000,  but 
even  with  that  growth  of  China's  total  trade  the  United  States 
had  only  i6]/2  per  cent  of  it.  Here  is  ample  room  for  growth. 
I  want  to  repeat  here  what  I  said  a  short  time  ago  to  a  meeting 
of  American  export  organizations : 

I  never  imagined — until  I  went  out  there — a  region  calling  for  the  products 
of  American  industry  so  strongly  as  China  will  call  in  the  next  twenty 
years.  A  great  system  of  railways  must  be  built  over  there,  and  its  in- 
ception should  not  be  long  delayed.  Those  railways  will  require  a  fair 
share  of  American  steel,  of  American  bridges,  American  equipment.  The 
country  calls  for  electrical  equipment — for  all  the  multitudinous  forms  of 
farming  implements  required  in  that  intensely  agricultural  land,  now  culti- 
vated with  the  rude  implements  of  the  long  ago.  China  will  demand  cotton- 
mill  machinery  on  a  great  scale,  and  machine-making  tools.  Then  it  will 
require  quantities  of  mining  machinery  both  for  the  baser  and  the  precious 
metals.  Finally,  those  four  hundred  millions  of  kindly,  honest  and  highly 
intelligent  people  will  require,  on  a  prodigious  scale,  the  many  domestic 
appurtenances  that  American  ingenuity  has  evolved. 

There  is  no  reason  why  our  proportion  of  China's  trade 
should  not  be  doubled  and  trebled,  especially  if  you  consider 
the  fact  that  the  Chinese  people  as  a  whole  are  most  anxious 
to  deal  with  America.  The  life  of  the  Chinese  has  been  marked 
for  thousands  of  years  by  intense  industr}',  by  frugality,  by  in- 
telligence and  by  love  of  peace.  Now,  as  to  material  develop- 
ment, tlicy  are  awakening  from  the  slumber  of  ages,  and  are 
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coming  into  their  own.  Now  national  feeling  is  arising;  there 
is  developing  day  by  day  national  pride  in  Chinese  achieve- 
ment. Now,  despite  a  central  government  lacking  in  organi- 
zation and  strength,  the  Chinese  people  are  marching  day  by 
day  to  greater  steadiness,  orderliness  and  prosperity.  They 
have  enormous  dynamic  force.  When  we  consider  how,  until 
nine  years  ago,  they  were  ruled  under  an  absolute  monarchy ; 
when  we  consider  how  archaic  were  their  conditions  of  govern- 
ment, then,  indeed,  we  must  be  amazed,  not  because  their 
present  government  is  imperfect,  but  because  the  new  republic 
has  advanced  as  far  as  it  has  in  stability  and  in  administration. 
We  read  of  disorganized  conditions  in  China,  and  yet  when  we 
are  there  we  feel  that  it  is  the  safest  place  in  the  world.  In 
Peking  an  American  woman  can  take  a  rickshaw  and  jog 
through  the  native  city,  long  after  midnight,  unescorted,  alone 
and  yet  unafraid.  I  should  feel  her  much  safer  there  than  on 
the  east  side  of  New  York  City. 

But  China  has  great  material  handicaps.  What  are  the 
chief  ones?  First,  last  and  all  the  time,  her  lack  of  communi- 
cations. China,  larger  than  the  United  States,  has  less  than 
seven  thousand  miles  of  railways  to  our  250,000  miles.  Last 
year  in  the  City  of  Hankow,  sometimes  called  the  Chicago  of 
China,  wheat  sold  at  $2.00  a  bushel,  but  in  Szechuan  Province, 
a  few  hundred  miles  to  the  west,  it  could  be  had  for  loc.  a 
bushel.  The  enormous  differential  was  one  due  almost  wholly 
to  lack  of  transport.  That  same  lack  is  in  a  considerable  meas- 
ure responsible  for  the  terrible  famine  today  existing  in  certain 
populous  provinces  of  China.  When  the  crops  in  those  regions 
fail,  there  is  no  way  of  transporting  swiftly  and  in  quantity 
grain  for  the  succor  of  the  starving  people.  Another  factor 
bringing  about  these  periodical  famines  is  the  lack  of  forests, 
which  means  alternating  freshets  and  droughts,  lack  of  proper 
irrigation  and  frequent  crop  failures.  China,  more  than  any 
other  country  in  the  world,  needs  a  system  of  reforestation  to 
build  up  her  water  sheds,  to  restore  her  water  courses  and  bring 
back  to  full  productivity  at  all  times  that  wonderful  soil. 

Due  to  the  great  need  of  assisting  China  in  the  development 
of  her  public  enterprises,  such  as  the  building  of  railways  and 
currency  reform,  the  international  consortium  was  organized. 
Banking  groups  in  the  United  States,  Great  Britain,  France 

(217) 


74 


AMERICAN  FOREIGN  TRADE  RELATIONS        [Vol.  IX 


and  Japan  were  formed  at  the  request  of  their  respective  gov- 
ernments; the  principle  of  their  organization  being  to  render 
upon  fair  and  equitable  terms  genuine  assistance  to  China. 
The  organization  of  this  consortium  in  the  four  countries 
named  has  of  course  been  attended  with  many  delays  and 
handicaps.  It  was  for  the  purpose  of  overcoming  some  of 
thc^e  that  I  visited  the  Far  ICast  last  winter.  The  Japanese 
banking  group  had,  under  the  instructions  of  its  government, 
filed  reservations  holding  out  from  the  consortium  partnership, 
certain  portions  of  the  provinces  of  Manchuria  and  Mongolia. 
These  reservations,  of  course,  were  not  agreeable  to  the  other 
banking  groups.  We  felt  that,  in  a  partnership  that  was  based 
on  a  free  and  full  interchange,  it  would  not  be  fair  for  any 
one  partner  to  reserve  certain  regions  to  itself.  What  was  of 
even  more  consequence,  the  American,  British  and  French 
governments  could  not  consent  to  this  claim  that  was  set  up 
by  the  Japanese  government.  The  attitude  that  our  State 
Department,  and  that  the  British  and  French  Foreign  Offices 
took,  was  that  any  claim  like  that,  if  allowed  to  rest,  was 
tantamount  to  the  granting  of  special  privilege  in  Asia  for 
some  one  country'  and  it  could  not  be  tolerated.  So  after  long 
diplomatic  exchange,  which  resulted  in  no  wi.^e  favorably,  I 
was  asked  to  go  to  the  Far  East  and  to  sit  down  with  the 
Japanese  and  try  to  explain  the  situation  to  them ;  endeavor  to 
arrange  it  so  that  they  would  come  into  this  consortium  for 
the  assistance  of  China  and  upon  the  same  basis  as  the  rest  of  us. 
It  was  a  long  and  intricate  negotiation,  and  its  difficult)'  was 
in  part  due  to  this  ver\-  clea\age  that  I  have  spoken  of  that 
exists  in  the  body  politic  in  Japan  itself.  It  was  a  most  inter- 
esting negotiation,  and  we  finally  won  out,  because  the  Ameri- 
cans and  the  British  and  the  French  stood  so  closely  together. 
We  never  could  have  succeeded  in  that  negotiation  if  the  three 
governments  had  not  stood  together.  They  did  not  stand  to- 
gether in  opposing  Japan  ;  they  stood  together  in  trj-ing  to  make 
Japan  understand  the  exact  situation,  in  tr>'ing  to  make  clear 
to  Japan  that  we  were  not  for  instance  aiming  to  set  up  any 
advantages  in  Manchuria  and  Mongolia  for  ourselves.  In 
that  endeavor  we  finally  succeeded  so  that  now  with  the  con- 
sortium finally  organized,  we  have  a  partnership  existing 
among  the  groups  of  America  and  France  and  Great  Britain 
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and  Japan,  and  we  believe  that  Japan  will  play  that  partner- 
ship in  the  same  good  faith  that  the  others  play  it.  You  will 
find  plenty  of  people  both  here  and  in  China  saying  to  us  that 
the  Japanese  will  not  play  fair.  Up  to  date  the  Japanese  have 
played  fair  and  we  believe  that  they  will  play  fair. 

Now  the  consortium  has  been  finally  organized  and  is  ready 
to  oflfer  its  aid  to  China  in  her  development.  It  is  for  China 
to  say  whether  she  welcomes  such  aid  or  not.  If  she  fails  to 
do  so,  we  shall  have  discharged  our  duty.  Despite  much  mis- 
representation, which  has  been  made  as  to  the  purpose  of  the 
consortium  (misrepresentation  which  has  been  carried  on 
throughout  China),  I  am  confident  that  the  final  expression 
of  the  Chinese  people  will  be  the  same  as  it  was  made  to  me 
when  I  was  there,  and  that  it  will  ardently  welcome  the  co- 
operation of  the  international  groups  forming  the  consortium. 

If,  then,  the  consortium  finally  functions,  we  shall  see  in 
the  Far  East  the  principle  of  international  cooperation  sub- 
stituted for  that  of  international  competition.  There  will  no 
longer  be  that  international  race  for  privilege  and  concession 
which  resulted  in  setting  up  the  baneful  spheres  of  influence  in 
China,  but  there  will  be  a  getting  together  upon  the  part  of 
the  representatives  of  the  four  nations  in  helping  China.  Is  it 
too  much  to  hope  that  in  that  vast  region  of  the  Far  East  we 
shall  see  a  little  League  of  Nations,  working  together  to  main- 
tain the  peace  of  the  Far  East  and  in  this  way  to  contribute  so 
much  to  the  maintenance  of  peace  in  the  whole  world? 

Is  it  too  much  to  hope  that  the  American  people,  to  whom 
the  Chinese  people  look  so  ardently  for  counsel,  for  friend- 
ship and  for  help,  shall  respond  and  shall,  in  the  years  to  come, 
show  a  strong  and  helpful  influence  in  the  solution  of  the 
Far  East  problem? 
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HIS  EXCELLENCY  J.  J.  JUSSERAND 
The  French  Ambassador,  Washington,  D.  C. 

IN  most  human  affairs  two  elements  exert  a  determining 
action,  namely — facts  and  sentiment.  If  you  neglect 
facts,  you  miscalculate  and  risk  catastrophies;  if  you 
neglect  sentiment,  you  risk  also  catastrophies.  Some  of  the 
greatest  conquerors  went  to  wreck  because  they  forgot  that 
sentiment  too  is  a  fact  and  is  a  force,  an  imponderable  force, 
to  be  sure,  but  which  had  the  better  of  them. 

We  cannot  pretend  that,  at  the  present  time,  after  the  de- 
struction she  has  suffered,  France  has  already  healed  all  her 
wounds  and  regained  her  normal  status  and  equilibrium ;  the 
wounds  were  too  deep,  so  deep  indeed  that  our  enemies  were 
pleased  to  hope  that  they  were  incurable  and  that,  victorious 
though  she  was,  France  would  not  count  in  the  future  as  she 
had  in  the  past.  More  than  two  million  families  that  should 
have  been  founded  but  for  the  war  would  not  exist;  the  de- 
vastation surpassed  the  present  area  of  the  13  original  Ameri- 
can states.  This  part  was  the  richest  of  France,  wont  to  pro- 
duce 70  per  cent  of  her  cotton  cloth,  80  per  cent  of  her  woollens, 
74  per  cent  of  her  coal ;  for  many  other  articles  the  numbers 
are  scarcely  less  telling;  authentic  ones,  all  of  them  being  de- 
rived from  our  official  statement  to  the  Brussels  conference  in 
September  last. 

For  what  concerns  production  and  consumption,  the  swing 
of  the  pendulum  continues  abnormal ;  after  a  period  when  con- 
ditions, made  worse  by  the  will  or,  let  us  hope,  only  the  lack  of 
foresight,  of  .some  producers,  had  resulted  in  exorbitant  prices, 
a  period  begins  when  the  fall  thereof  is  so  brusque  that  pro- 
ducers threatened  with  producing  at  a  loss,  begin  to  dismiss 
their  workmen,  who  in  their  turn  risk  to  become  helpless;  the 
same  producers  beseech  the  consumer,  who  was  getting  accus- 
tomed to  abstain,  and  had  been  told  he  should  abstain  from 
motives  of  thrift,  kindly  to  consume  again.  W'hicii  shows  how 
difficult  it  is  to  eat  one's  hen   for  dinner  and  then   have  her 
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eggs  every  morning  thereafter  for  breakfast.  Not  killed,  but 
hurt,  the  consumer  is  just  now  musing  what  he  should  do. 
France  is  not,  I  hear,  the  only  country  with  a  like  problem. 

This  is  the  present.  What  of  the  future?  The  future,  the 
immediate  future,  that  part  of  the  future  which,  minute  by 
minute,  is  becoming  before  our  eyes  the  present,  is  quite  dif- 
ferent; the  light  of  day  is  in  front  of  us,  gloom  behind. 

First  this  bleeding,  ravaged,  heavily  laden,  victorious  nation, 
France,  like  yours,  has  the  proper  spirit.  Thankful  for  any 
help  that  may  come  from  abroad,  and  much  has  come  from 
America,  causing  a  gratitude  which  will  never  cease,  she  intends 
to  save  herself  to  the  best  of  her  ability,  and  she  will;  she  has 
already  begun.  No  bolshevism  for  her,  no  fatalism,  no  fits 
of  despair.  She  is  at  work,  peasants,  laborers,  teachers, 
bourgeois,  all  that  have  hands  and  brains  are  at  work.  Land 
is  reclaimed  by  peasants  who  first  think  of  rendering  the 
ground  fruitful  again,  and  only  afterwards  of  securing  shelter 
for  themselves  and  their  families :  hence  the  extraordinary  ap- 
pearance of  most  of  the  ravaged  regions  this  summer,  plentiful 
crops  in  many  parts,  dotted  with  villages  and  hamlets  as 
thoroughly  ruined  most  of  them  as  on  the  day  of  the  armistice. 

Rebuilding  is  expensive,  labor  scarce  and  costly.  The  prob- 
lem needs  the  most  earnest  attention,  for  upon  its  solution, 
whatever  be  the  personal  disposition  of  the  farmer,  depends 
his  health,  welfare  and  efficiency;  about  600,000  houses  have 
been  destroyed,  half  totally,  half  partially.  Up  to  now,  a 
number  of  ravaged  localities  have  been  adopted  by  French, 
American  and  English  groups  or  cities;  Tilloloy  owes  its  new 
life  to  the  ever  vigilant  and  benevolent  D.  A.  R. ;  Vitrimont  to 
the  zeal  and  generosity  of  Mrs.  Crocker;  many  have  been 
helped  owing  to  the  untiring  action  of  Miss  Morgan  and  her 
friends,  and  so  on.  Many  English  cities  have  done  splendidly. 
The  number  of  adopted  places  is  180  which,  in  itself,  seems 
much;  but  is  not,  truth  to  say,  when  compared  with  the  total 
ruin,  which  afi'ected  more  than  3,000  cities  and  villages. 

The  question  has  been  taken  in  hand  over  there  in  the  proper 
spirit  this  summer,  and  sentiment  has  played  its,  part.  The 
cause  of  the  devastated  regions  has  been  entrusted  to  the  chil- 
dren of  undevastated  France;  numerous  trains  arranged  by 
private  initiative  have  brought  20,000  of  them  to  see  with  their 
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eyes  what  arc  the  suffering  and  the  needs,  so  that  they  might 
tell  their  parents  when  they  went  back.  A  questionnaire  has 
been  sent  to  the  mayors  of  the  devastated  districts  asking  them 
what  were  their  chief  wants,  outside  of  what  the  government 
provides  or  is  to  provide.  They  nearly  all  returned  prompt 
and  clear  answers,  some  of  them  bravely  declaring  that  their 
people  could  .shift  for  themselves,  and  that  help  should  be 
centered  on  the  less  lucky  ones.  These  were  allotted  to  each 
of  the  undevastated  departments  in  proportion  to  the  popu- 
lation and  resources  of  the  latter.  The  work  has  already  gone 
ahead,  some  cities  choosing  the  simple  and  honorable  means  of 
increasing  their  taxation  so  as  to  help  the  adopted  ones,  which 
was  done  for  example  by  Lyons,  god-mother  to  Laon  and 
Saint-Quentin. 

The  idea  is  to  sum  up  the  results  on  Christmas  eve;  and  at 
that  time  of  the  year,  when  long  ago  peace  was  proclaimed  to 
men  of  good  will,  the  20,000  children  will  let  their  brethren 
of  the  invaded  regions  know  what  gift  they  have  to  offer  them 
in  that  season  of  gifts.  Other  examples  could  be  added,  but 
this  may  be  sufficient  to  show  what  is  the  sentiment  in  France. 

Now  for  facts  and  figures,  and  I  apologize  for  more  figures, 
they  may  seem  very  dry,  not  so  howev^er  when  you  remember 
the  human  tragedy  and,  we  hope,  victory,  they  represent. 

After  the  armistice,  we  began  life  anew,  greatly  hampered 
by  our  losses,  by  so  many  of  our  peace  industries  having  been 
transformed  into  war  industries,  by  our  terrible  expenses  which 
had  totaled  200  billion  francs  from  the  first  of  August,  1914, 
to  November  11,  191 8.  Our  normal  expenditure  before  the 
war  used  to  figure  in  our  yearly  budget  for  5  billion ;  it  is 
now  21J/2. 

Well,  beginning  with  the  budget,  the  result  now  reached 
after  only  two  years  is  that  the  21^  billions  which  include  the 
interest  of  the  debt,  are  entirely  provided  for  by  taxation. 
New  taxes  have  been  voted  and  are  duly  paid ;  the  rate  which 
was  129  francs  per  head  before  the  war  is  now  574,  and  if  this 
were  a  matter  for  glor^-ing  we  might  take  pride  on  being  the 
heaviest  taxed  among  the  great  nations.  It  has  been  some- 
times said  even  here  that  we  were  not  taxed  enough;  let  those 
who  may  think  so  go  and  try. 

These  sums  are  as  I  said  duly  levied;  3  billion  and  a  half 
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francs  more  than  last  year  have  been  garnered  during  the 
first  ten  months  of  the  present  year. 

The  expenses  for  reconstruction  are,  of  course,  not  included 
in  this  total ;  Germany  is  bound  to  pay  for  them  but  our  gov- 
ernment cannot  wait  until  she  does  to  rebuild  roads,  railroads, 
canals  and  public  edifices,  or  to  advance  to  industries  the  neces- 
sary capital  for  setting  to  work  again.  Sixteen  billions  figure 
in  the  budget  for  reconstruction  in  1921,  and  since  Germany 
has  not  paid  up  to  now,  we  have  to  borrow.  It  is  often  said 
that  Germany  would  exert  herself  better  if  she  knew  exactly 
the  total  value  of  the  destruction  she  has  caused  and  which  she 
will  have  to  make  good,  and  that  we  are  to  blame  if  she  does 
not.  Given  the  vastness  of  the  area  and  the  ingenuity  of  the 
destruction  which  neglected  nothing  from  a  mine  to  a  well  or  a 
fruit-tree,  not  to  speak  of  castles,  churches  and  cathedrals,  it  is 
not  a  ver^'  easy  matter  to  make  such  a  valuation  accurately. 
The  treaty  has  however  fixed  a  delay  for  it  and  we  shall  be 
ready  at  the  appointed  date  if  not  before,  which  date  is  next 
May. 

Our  effort  and  expenditure  have  not  in  the  meantime  been 
in  vain.  Almost  the  totality  of  cultivable  ground  in  the  dev- 
astated regions  has  been  cleared;  half  of  it  was,  this  summer, 
under  cultivation  ;  most  of  the  railroads,  half  the  ordinary  roads 
have  been  remade  or  are  at  least  practicable;  yy  per  cent  of  our 
industrial  establishments  are  at  work  in  whole  or  in  part  with 
42  per  cent  of  their  personnel  of  former  days.  The  total  num- 
ber of  factories  in  operation  was  700  in  July,  191 9 — in  July, 
1920,  it  was  three  thousand.  The  least  favorable  account  con- 
cerns coal  mines  where  the  destruction  was  so  complete,  and 
only  60  per  cent  is  as  yet  under  exploitation. 

For  all  that,  we  have  to  borrow;  our  last  experiment  is  a 
telling  one  since  it  seems  from  early  reports  that  the  present 
loan,  the  second  in  one  year,  will  have  yielded  about  30  billion 
francs.  The  rate  is  6  per  cent,  a  moderate  one,  if  we  remem- 
ber that  Treasury  notes  in  these  wealthy  and  immensely  re- 
sourceful United  States  are  presently  issued  at  5^  and  even 
6  per  cent.  This  shows,  at  least,  one  thing,  namely  that  our 
people  have  an  unshaken  faith  in  their  future,  their  country, 
their  government.     My  belief  is  that  they  are  right. 

Speaking  of  the  public  debt,  I  may  add  that  while  we  were 
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before  the  war  a  creditor  nation,  with  no  external  debt  at  all, 
and  we  are  now  a  debtor  nation,  we  have  not,  during  the  war, 
pla\-ed  only  the  part  of  borrowers,  but  have  helped  some  of  our 
allies  whose  needs  were  overpressing,  loaning  them  a  total  of 
13  billion  francs. 

.A  fact  of  great  iinjjortance  is  that  the  balance  of  trade, 
though  it  has  been  up  to  now  heavily  unfavorable  to  us,  as  is 
natural,  when  we  had  so  much  to  purchase  owing  to  destruction, 
and  our  means  of  production  were  partly  cramped,  is  improv- 
ing with  astonishing  rapidit}-.  During  the  first  ten  months 
of  last  year  we  exported  to  all  countries,  goods  amounting  to 
less  than  8  billions;  during  the  first  ten  months  of  the  present 
year  we  more  than  doubled  that  number,  exporting  for  nearly 
19  billions.  For  the  first  time  in  October  last  this  striking  re- 
sult was  reached,  that  the  balance  of  our  trade  was  almost  even, 
we  importing  for  2.5  billions,  and  exporting  for  2.3  billions. 

One  of  the  items  worthiest  of  notice  in  these,  the  most  recent 
of  our  statistics,  is  food  products ;  we  imported  almost  one 
billion  less  than  last  year  and  exported  almost  one  billion  more. 
This  will  surely  go  on  increasing  both  ways,  with  the  continued 
reclaiming  of  the  devastated  regions  and  with  the  wider  use, 
as  fertilizers,  throughout  France,  of  potash  from  Alsace,  phos- 
phates from  Tunis,  and  after  a  brief  delay  from  the  immense 
beds  of  phosphate  recently  discovered  in  Morocco.  These  last 
will  however  be  in  full  exploitation  only  when  the  railroad  to 
Casablanca  and  the  port  in  construction  there  are  finished,  a 
matter  of  two  or  three  }-ears.  One  of  the  heaviest  items  in 
our  purchase  from  abroad  in  these  latter  times  will  thus  gradu- 
ally disappear. 

Under  such  circumstances,  the  degree  to  which  exchange  is 
adverse  to  us  is  certainly  difficult  to  understand.  Exchange 
like  so  many  other  human  things  depends,  as  I  have  already 
remarked,  upon  two  elements :  facts  and  sentiment.  What  the 
facts  are,  official  statistics  are  here  to  show.  The  sentiment  in 
this  matter  is  a  question  of  imj)ression,  of  trust  or  distrust,  of 
faith  or  doubt.  I  hope  my  nationality  does  not  totally  blind 
me,  but  if  .so  then  it  blinds  all  my  compatriots;  we  all  have 
faith.  And  this  is  not  a  mere  patriotic  way  of  speaking;  the 
present  loan  shows  that  we  act  as  we  feel.  I  do  not  pretend 
to  be  a  specialist  but  my  impression  is  that  we  have  not  the 
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rate  of  exchange  we  deserve,  and  I  cannot  but  express  the 
conviction  that  it  will  right  itself  before  long. 

When  I  returned  from  Poland  last  summer  where  France 
had  desired  to  offer  such  help  as  she  could  to  a  nation  who 
wanted  to  be  free,  I  crossed  our  devastated  regions  as  night  was 
falling.  We  were  traversing  a  ruined  village,  with  the  roofs 
battered  in,  no  windows,  no  doors;  the  solitude,  gloom  and 
darkness  gave  the  place  a  deathlike  appearance.  Suddenly, 
back  of  an  opening  in  a  half  shattered  wall,  a  light  appeared, 
a  quiet  light,  as  steady  as  if  nothing  had  happened.  There 
was  life  in  those  ruins.  Well,  I  thought  this  is  emblematic; 
it  is  the  emblem  of  France;  she  may  know  terrible  storms  but 
the  lamp  at  her  hearth  will  ever  continue  to  shine. 

Friendly  America,  who  did  so  splendidly  in  this  war,  will, 
I  am  confident,  feel  with  me  and  agree  in  this  wish. 
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AMERICAN  TARIFF   POLICIES  ADAPTED  TO  THE 
PRESENT  ECONOMIC  SITUATION  IN  RELA- 
TION TO  FOREIGN  TRADE 

NICHOLAS   LONGWORTH 

Gon^resBman  from  Ohio,  Member  of  Ways  and  Means  Committee 

of  the  House  of  Representatives,  Washington,  D.  C. 

WHEN  I  received  the  invitation  of  this  distinguished 
and  learned  body  to  speak  on  the  subject  of  the 
tariff  as  applied  to  present  international  trade  con- 
ditions I  thought  that  I  as  essaying  a  comparatively  easy  task. 
I  would  have  to  think  back  certainly  beyond  my  freshman  year 
at  Harvard  to  recall  a  time  when  I  have  not  been  thinking  or 
reading  or  talking  to  some  extent  at  least  about  the  tariff 
question.  I  have  been  during  the  last  14  years  except  for  a 
hiatus  of  two  years  a  member  of  the  Ways  and  Means  Com- 
mittee of  the  House  where  the  tariff  is  an  ever  present  actuality, 
certainly  of  discussion,  yet  when  I  composed  myself  yesterday 
in  an  attempt  to  arrange  my  thoughts  in  logical  sequence  so  as 
to  be  able  to  present  some  concrete  views  and  suggestions  on 
this  occasion  I  found  myself  close  to  an  itnpassc.  Along  what- 
ever lines  my  thoughts  strayed  in  an  endeavor  to  arrive  at  some 
brief  and  definite  form  of  presentment  of  my  conclusions  I 
found  myself  so  to  speak  "  up  a  stump  ". 

The  tariff  question  has  always  been  a  mighty  difficult  one 
even  in  perfectly  normal  times,  one  upon  which  the  best  minds 
have  differed  and  in  controversy  upon  which  presidential  elec- 
tions have  been  won  and  lost,  but  never  before  today  have  there 
been  so  many  entirely  abnormal  elements  to  complicate  it. 

There  are  three  principal  conditions  existing  which  make 
the  solution  of  the  tariff  problem  infinitely  more  difficult  than 
ever- before.  First,  the  question  of  its  relation  to  the  revenues; 
second,  the  question  of  the  immense  if  not  now  insuperable  diffi- 
culty of  determining  costs  of  production  here  and  abroad,  and 
third,  the  question  of  what  consideration  ought  to  be  paid  to 
our  Allies  not  only  in  view  of  our  close  relationship  with  them 
on  account  of  our  cooperation  during  the  war  but  on  account 
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of  the  immense  amounts  of  money  they  owe  us,  both  as  pay- 
ment for  the  enormous  exports  we  have  been  sending  them  and 
on  account  of  the  loans  we  have  advanced  to  them,  now  aggre- 
gating something  like  $10,000,000,000. 

First,  let  me  speak  of  the  revenue  aspect  of  the  question. 
When  I  first  came  to  Congress,  and  from  then  on  through  the 
Roosevelt  and  Taft  Administrations  the  receipts  from  customs 
were  of  paramount  and  vital  importance  from  the  revenue 
standpoint.  They  constituted  at  least  half  and  sometimes  more 
of  the  total  revenues  of  the  government.  For  instance,  in  the 
last  year  of  the  Roosevelt  Administration  the  receipts  from  cus- 
toms were  something  more  than  $300,000,000  out  of  a  total  in- 
come of  something  like  $600,000,000.  In  1920  the  receipts 
from  customs  were  very  slightly  more,  that  is  to  say,  about 
$320,000,000,  but  the  total  income  of  the  government  in  that 
year  was  nearly  $6,500,000,000.  In  other  words  while  during 
the  Roosevelt  and  Taft  Administrations  the  customs  furnished 
about  50  per  cent  of  all  the  government  receipts  today  they  only 
furnish  about  5  per  cent. 

Notwithstanding  the  absolute  bar,  far  more  effective  than 
any  tariff,  that  the  war  erected  against  the  importation  of  cer- 
tain classes  of  commodities  the  total  value  of  imports  in  the 
last  few  years  has  increased  enormously.  In  1908  the  total 
value  of  imports  was  about  $1,250,000,000.  In  1920  $5,- 
000,000,0000.  In  1908  45  per  cent  of  all  our  imports  came 
in  free  of  duty;  in  1920  more  than  75  per  cent.  In  1908  the 
average  ad  valorem  rate  on  all  imports  was  22  per  cent;  in  1920 
only  about  6  per  cent.  It  would  seem  obvious  under  the  cir- 
cumstances that  the  customs  would  offer  a  fruitful  field  for 
increased  revenue  but  the  trouble  is  that  a  tariff  law  covering 
all  the  schedules  framed  upon  a  reasonable  construction  of  the 
protective  principle  would  not  yield  an  additional  revenue  in 
my  opinion  of  more  than  $350,000,000,  which  in  connection 
with  our  present  extravagant  rate  of  government  exi>enditure 
would  be  relatively  only  a  drop  in  the  bucket.  We  might  of 
course  raise  very  large  sums  of  money  at  the  custom  houses  by 
imposing  duties  on  tea  and  coffee  and  other  non -competitive 
articles  as  Great  Britain  does  but  that  would  be  entirely  con- 
trary to  the  protective  theory  to  which  the  party  soon  to  come 
into  complete  power  is  comnjitted,  and  which  we  have  received 
the  mandate  of  the  country  as  I  interpret  it  to  put  into  force. 
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Short  of  a  general  revision  of  all  the  tariff  schedules  it  will  be 
in  my  opinion  absolutely  impossible  to  legislate  in  the 
direction  of  increased  revenues  from  the  custom  houses.  Piece- 
meal revision  has  proved  to  be  impracticable.  The  House  in 
the  last  session  sent  a  number  of  so-called  pop-gun  bills  to  the 
Senate  but  the  Senate  has  declined  to  act,  and  in  my  judgment 
will  not  act  except  upon  the  bill  for  the  conservation  of  the 
dye  and  allied  chemical  industry  which  is  of  vast  and  vital 
im|X)rtance,  and  the  enactment  of  which  I  was  pleased  to 
observe  was  one  of  the  few  definitely  affirmative  recommenda- 
tions contained  in  the  President's  message  upon  the  opening 
of  the  Congress. 

Conceding  that  no  tariff  legislation  short  of  a  complete 
general  revision  can  be  passed  which  will  in  any  substantial 
degree  affect  the  revenue,  what  are  the  principal  difficulties 
which  confront  the  Congress  in  the  way  of  a  speedy  tariff  re- 
vision ?  That  brings  me  to  the  second  phase  of  the  subject, 
that  is  to  say,  the  difficulty  of  determining  costs  of  production. 
The  whole  theory  of  the  protective  principle  rests  upon  the  ad- 
justment of  the  difference  in  cost  of  production  as  between  here 
and  the  countries  with  which  we  are  in  competition.  Today 
the  commerce  of  the  world  is  out  of  joint.  In  this  countr>- 
even,  the  one  least  affected  by  the  cataclysms  of  the  war,  certain 
lines  of  trade  are  practically  paralyzed.  Is  it  possible  under 
existing  conditions  to  reach  an  ascertainment  of  costs  of  pro- 
duction in  this  country  and  costs  abroad  which  would  enable 
us  even  to  approximate  the  rates  of  duty  which  would  equalize 
the  difference  in  these  costs?  While  I  concede  necessity  for 
the  earliest  possible  revision  of  the  jjrescnt  tariff  law  which 
to  my  mind  would  bring  disaster  and  destruction  to  American 
industry  if  permitted  to  continue  for  any  length  of  time  after 
the  complete  resumption  of  international  trade  I  am  jjretty 
bearish  upon  the  situation.  We  intend  to  take  the  bull  by  the 
horns  and  to  have  as  complete  hearings  as  possible  upon  the 
tariff  schedules  in  the  near  future  and  to  get  all  the  information 
possible,  but  I  fear  that  these  hearings  are  going  to  develop  the 
fact  that  we  will  not  have,  and  no  one  will  be  able  to  give  us, 
information  upon  which  we  will  in  the  vcr\'  near  future  be  able 
to  found  any  really  scientific  adjustment  of  the  tariff  schedules. 
I  sincerely  hope  that  I  am  wrong  and  that  during  the  extra  ses- 
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sion  of  Congress  which  I  believe  will  be  called  almost  immedi- 
ately, we  will  be  able  to  complete  a  thorough  and  scientific 
revision  of  the  tariff  laws,  but  I  am  bound  to  confess  that  so 
far  as  I  can  now  see  into  the  future  the  prospect  is  decidedly 
hazy. 

There  is  one  feature  of  this  whole  subject  that  furnishes  an 
additional  complication,  one  so  far  as  I  know  unprecedented  in 
the  history  of  tariff  legislation.  Ought  we  to  discriminate  in 
favor  of  our  Allies?  Should  this  discrimination  be  made  either 
upon  the  unselfish  theory  of  helping  them  on  the  road  to 
financial  stability  or  upon  the  more  selfish  theory  of  making 
their  debts  to  us  more  easy  of  collection?  Let  us  take  first  the 
question  of  our  export  trade.  We  used  to  consider  a  large 
balance  of  trade  in  our  favor  a  feather  in  our  cap.  Today  the 
question  is  whether  it  is  not  to  a  certain  extent  perhaps  a 
liability  rather  than  an  asset.  In  the  last  year  before  the  war 
our  exports  of  merchandise  had  risen  to  about  $2,500,000,000. 
The  imports  were  about  $1,800,000,000,  leaving  a  balance  of 
trade  in  our  favor  of  approximately  $700,000,000.  In  the  last 
year  of  the  war  our  exports  had  increased  to  more  than 
$6,000,000,000  and  our  imports  to  $3,000,000,000  leaving  a 
balance  of  trade  in  our  favor  of  more  than  $3,000,000,000. 
The  apparent  excess  of  exports  for  the  years  1918-1919  and 
the  present  year  up  to  the  last  of  September  is  very  nearly 
$9,000,000,000. 

Some  of  this  has  been  paid  for  by  loans,  by  credits  granted 
by  the  Grain  Corporation,  the  War  Department  and  the  Ship- 
ping Board,  by  appropriations  by  Congress  for  relief  to  some 
of  the  European  countries,  by  loans  made  by  the  War  Finance 
Corporation  to  banks  and  exporters  in  this  country  to  assist  in 
financing  exports,  by  shipments  of  gold  and  by  the  sale  here 
of  foreign  securities  and  the  re-purchase  here  of  American  se- 
curities formerly  held  in  Europe,  but  the  payment  of  Europe's 
enormous  indebtedness  to  us  presents  grave  problems  and  its 
liquidation  will  no  doubt  extend  over  a  long  "period  of  years. 

How  far  ought  we  to  recognize  these  conditions  in  the 
formulation  of  a  tariff  policy?  The  President  in  his  message 
to  Congress  a  little  more  than  a  year  ago  on  December  2,  1919 
went  to  the  extent  of  saying  that  no  tariff  bars  should  be  inter- 
posed in  the  way  of  enabling  the  debtor  nations  to  settle  these 
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balances  by  means  of  exports  to  this  market  of  their  goods. 
Having-  stated  that  Europe  can  only  have  three  ways  of  meet- 
ing these  obligations,  by  the  establishment  of  new  credits,  by 
imports  into  this  country  of  gold  or  by  imports  of  goods,  he 
proceeds  to  eliminate  the  first  two  ways  as  impracticable  and 
impossible  under  existing  conditions  and  uses  this  significant 
sentence : 

Anything,  thereforo,  which  would  tend  to  prevent  foreign  countriee  from 
settling  for  our  exports  by  shipments  of  goods  into  this  country  could  only 
have  the  effect  of  preventing  them  from  paying  for  our  exports  and  there- 
fore preventing  the  exports  from  being  made. 

The  logical  conclusion  to  be  deduced  from  this  statement 
would  be  that  no  tariff  bars  should  be  erected  against  the  free 
imj)ortation  into  this  country'  of  goods  from  debtor  nations,  in 
other  words  that  even  the  present  insignificant  bars  erected 
by  the  Underwood  law  against  the  free  importation  of  Euro- 
pean goods  should  be  removed. 

With  this  conclusion  I  am  entirely  unable  to  agree.  The 
President  goes  on  to  say  : 

The  productivity  of  the  country,  greatly  stimulated  by  the  war,  must  find 
an  outlet  by  exports  to  foreign  countries  and  any  measures  taken  to  prevent 
imiK»rta  will  inevitably  curtail  exports. 

And  later  on  he  says : 

Whatever,  therefore,  may  have  been  our  views  during  the  period  of  the 
growth  of  American  business  concerning  tariff  legislation  we  must  adjust 
our  new  economic  life  to  a  changed  condition  growing  out  of  the  fact  that 
American  business  is  full  grown  and  that  America,  is  the  greatest  capitalist 
in  the  \^^Drld. 

The  enactment  into  law  of  such  a  doctrine  would  in  my  judg- 
ment bring  absolute  disaster  to  American  business  and  industry. 
I  concede  of  course  that  conditions  have  changed,  but  have  they 
changed  to  such  an  extent  that  we  ought  to  abandon  all  the 
standards  and  policies  of  the  past  and  forgetting  our  home 
market  to  enter  into  a  mad  scramble  for  the  world's  market? 
May  I  suggest  the  certainty  even  if  tiiat  were  a  wise  policy  that 
we  would  cut  a  pretty  sorry  figure  in  attempting  to  gain  the 
world's  market  once  we  had  lost  our  market  here  at  home. 
For  myself   I   am   willing  to  go  to  any   reasonable  e.xtent  to 
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make  the  paths  of  our  Allies  towards  financial  and  industrial 
rehabilitation  as  easy  as  possible,  but  I  balk  at  giving  them 
free  rein  in  the  American  market.  I  may  be  old-fashioned 
but  I  still  cling  to  the  belief  that  the  American  market  is  pri- 
marily for  the  American  producer  and  that  unless  he  can  have 
a  firm  foothold  here  any  eflfort  to  compete  for  the  world's 
market  will  come  to  nought. 

Let  us  look  for  a  moment  at  this  proposition  from  another 
point  of  view,  that  is  to  say  from  the  point  of  view  of  making 
it  as  easy  as  possible  for  the  Allies  to  pay  their  debts  to  us 
by  the  freest  possible  importation  of  goods.  Would  the 
lowering  of  the  tariff  bars  to  the  world  enable  them  to  do  this? 
It  seems  to  me  that  there  is  a  fundamental  fallacy  in  this 
argument.  Would  the  abandonment  of  any  measures  restrict- 
ing importations  into  this  country  nominally  in  the  interest  of 
those  of  our  Allies  who  are  our  largest  debtors  in  the  end 
redound  so  much  to  their  benefit  as  to  the  benefit  of  other 
countries  who  owe  us  nothing?  Our  principal  debtor  nations 
both  for  exports  and  credits  advanced  are  Great  Britain, 
France,  Italy  and  Belgium.  In  all  of  them  the  cost  of  pro- 
duction and  the  price  of  labor  is  relatively  high.  Is  it  not 
obvious  that  duties  low  enough  to  invite  large  importations 
from  those  countries  would  invite  even  larger  importations  from 
Japan  and  other  low-cost  countries?  To  my  mind  an  invita- 
tion to  the  world  to  compete  with  entire  freedom  in  the  Ameri- 
can market  would  in  fact  be  accepted  by  those  countries  whom 
we  least  desire  to  benefit  and  would  result  not  so  much  to  the 
benefit  of  our  late  Allies  and  greatest  debtors  as  to  their  ulti- 
mate discomfiture.  If  we  shall  decide  that  it  is  a  wise  policy 
to  give  preference  to  the  debtor  nations  so  far  as  tariffs  are 
concerned  it  seems  to  me  that  there  is  but  one  practical  way 
to  bring  it  about  and  that  is  through  the  medium  of  separate 
reciprocal  trade  agreements.  I  concede  that  such  agreements 
would  be  difficult  of  negotiation  but  they  ought  not  to  be  im- 
possible or  give  rise  under  the  circumstances  to  international 
complications.  It  might  be  greatly  to  the  benefit  of  England 
or  France  or  Italy  or  Belgium  and  not  greatly  to  our  detriment 
to  obtain  certain  advantages  over  other  countries  in  the  ship- 
ment of  certain  kinds  of  goods  into  our  market  in  return  for 
which  it  might  be  greatly  to  our  advantage  and  not  greatly  to 
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their  detriment  to  give  advantages  to  certain  American  goods 
in  their  market. 

As  to  whether  or  not  this  would  be  a  wise  policy  I  am  not 
now  prepared  to  say  but  if  we  are  to  discriminate  in  favor  of 
our  Allies  as  against  other  nations  this  seems  to  me  the  only 
practical  way  to  accomplish  it. 

I  reiterate  my  realization  of  the  fact  that  conditions  have 
greatly  changed  as  a  result  of  the  world  war.  We  have  be- 
come the  leading  creditor  nation  of  the  world  and  that  to- 
gether with  certain  other  elements  and  facts  must  now  be  taken 
into  consideration  in  the  formulation  of  an  American  tariff 
policy,  but  I  rigidly  adhere  to  the  belief  that  there  is  nothing 
inconsistent  in  retaining  our  home  market  and  at  the  same  time 
occupying  a  commanding  position  in  the  world  market.  In 
fact  I  am  unable  to  see  how  we  can  successfully  compete  with 
other  nations  at  all  unless  we  retain  a  commanding  position 
in  our  market  at  home. 

I  am  willing  to  go  far  in  helping  tow'ard  financial  re- 
habilitation those  nations  which  have  suffered  far  more  than 
we  as  a  result  of  the  war  but  it  must  not  be  at  the  sacrifice  of 
American  industrial  independence. 
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THE  MERCHANT  MARINE  ACT  OF  1920 

WESLEY  L.  JONES 
U.  S.  Senator  from  Washington,  Chairman  of  Commerce  Committee 

THE  Merchant  Marine  Act  of  1920  is  an  earnest  effort 
to  lay  the  foundation  of  a  policy  that  will  build  up 
and  maintain  an  adequate  American  merchant  marine 
in  competition  with  the  shipping  of  the  world. 

The  first  section  declares  that  the  United  States  needs  for 
national  defence  and  the  proper  growth  of  its  commerce  a 
merchant  marine  of  the  best  type  of  ships  sufficient  to  carry  the 
major  part  of  its  commerce,  such  vessels  to  be  owned  ultimately 
and  operated  privately  by  its  citizens.  It  asserts  it  to  be  the 
policy  of  the  United  States  to  do  whatever  may  be  necessary 
to  secure  such  a  merchant  marine,  and  the  Shipping  Board  is 
directed  to  keep  this  purpose  and  object  always  in  view  as  the 
primary  end  to  be  attained  in  the  disposition  of  our  ships,  in 
the  making  of  rules  and  regulations  and  in  the  administration 
of  the  shipping  laws.  This  expresses  the  thought,  desire,  pur- 
pose and  aim  of  the  American  people.  This  section  is  the 
chart  to  guide  and  the  yardstick  to  measure  every  act  of  the 
Shipping  Board  and  should  be  kept  in  mind  in  the  construction 
of  every  provision  of  the  act  and  in  every  decision  the  board 
may  make. 

A  shipping  board  of  seven  commissioners  is  to  be  appointed 
by  the  President.  They  are  to  hold  office  for  six  years  and  to 
receive  a  salary  of  $12,000  per  annum.  Their  special  fitness 
for  the  work  they  are  to  do  is  to  govern  their  selection,  and 
all  important  sections  of  the  country  are  to  be  represented.  All 
the  ships  and  other  property  of  the  United  States  acquired 
by  the  President  during  the  war  except  those  in  the  military 
and  naval  service  of  the  United  States  are  transferred  to  the 
board,  to  be  controlled,  used  and  sold  by  it  to  citizens  of  the 
United  States.  While  certain  principles  are  laid  down  to  be 
followed  by  the  board  in  making  sales,  it  is  expressly  directed 
to  seek  to  achieve  the  declared  purposes  of  the  act  and  to  carry 
out  the  policy  declared  in  section  i.     In  the  last  analysis  the 
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board  can  dispose  of  the  vessels  and  property  of  the  United 
States  upon  such  terms  and  under  such  conditions  as  in  its 
judgment  will  accomplish  this  purpose.  If  the  board  finds 
that  certain  vessels  are  unnecessary  to  the  promotion  and 
maintenance  of  an  American  merchant  marine  and  cannot  be 
sold  to  citizens  of  the  United  States,  it  may  sell  such  vessels 
to  aliens  upon  a  vote  of  five  of  its  members.  Vast  and  un- 
usual powers  are  given  to  this  board.  This  must  be  done. 
The  work  to  be  done  is  as  important  and  diflficult  as  any  that 
confronts  the  Government,  if  it  is  not  tiie  most  important. 
The  board  must  have  wide  discretion  and  vast  power  to  meet 
the  diverse  situations  that  will  confront  it.  It  can  make  or 
mar  our  merchant  marine.  The  success  of  the  Merchant  Ma- 
rine Act  depends  upon  it.  Men  of  the  greatest  abilit}',  the 
widest  experience,  the  most  unyielding  firmness  and  the  most 
intense  Americanism,  men  moved  by  the  spirit  and  purpose  of 
the  act,  must  be  put  upon  this  board.  No  richer  reward  can 
come  to  any  man  than  to  have  a  large  part  in  doing  the  great 
thing  ths  board  is  to  do. 

Section  7  authorizes  and  directs  the  board  to  investigate  and 
determine  as  promptly  as  possible  what  steamship  lines  should 
be  established  and  put  in  operation  to  promote,  develop,  ex- 
pand and  maintain  our  foreign  and  coastwise  trade  and  pro- 
vide for  an  adequate  postal  serxice  and  to  sell  or  charter  ships 
to  citizens  who  will  agree  to  establish  and  maintain  such  lines. 
The  board  is  given  a  wide  discretion  in  fixing  the  terms  and 
conditions  that  will  secure  this  service  and  if  private  citizens 
cannot  be  secured  to  supply  it  the  board  is  directed  to  operate 
vessels  ib^elf  on  such  lines  until  business  is  developed  that  will 
lead  to  a  satisfactory  arrangement  by  private  parties  to  carr\- 
them  on  or  it  shall  appear  that  such  lines  cannot  be  made  self- 
sustaining.  To  aid  in  this  the  Postmaster  General  is  author- 
ized to  contract  for  the  carrying  of  mails  over  such  lines  at 
such  price  as  may  be  agreed  upon  by  himself  and  the  board. 
To  encourage  the  establishment  of  lines  from  various  ports 
preference  in  the  sale  of  vessels  for  these  purposes  must  be 
given  to  citizens  who  have  the  support  of  the  domestic  com- 
munities primarily  interested  in  such  lines  if  the  board  is  satis- 
fied of  the  ability  of  such  persons  to  maintain  the  service  de- 
sired.    This   is  a  section   of   far-reaching  importance  and,   if 
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wisely  administered,  should  go  a  long  way  toward  developing 
a  merchant  marine  upon  a  stable  basis  and  lead  to  a  great  and 
permanent  expansion  of  our  commerce  and  the  creation  of 
banking  facilities  and  commercial  agencies  now  so  much  needed. 
If  our  business  men  are  assured  of  certain,  regular  and  perma- 
nent transportation  facilities  between  ports  and  markets  they 
will  establish  the  necessary  banking  facilities  and  commercial 
agencies. 

The  board  is  authorized  to  create,  maintain  and  administer 
a  separate  insurance  fund  which  may  be  used  to  insure,  in 
whole  or  in  part,  vessels  and  plants  owned  by  the  board  against 
all  hazards  commonly  covered  by  insurance  policies  in  such 
cases. 

During  a  period  of  five  years,  the  board  may  set  aside 
annually  out  of  the  revenues  from  sales  and  operations  the 
sum  of  $25,000,000  to  be  known  as  a  construction  loan  fund. 
This  fund  is  to  be  used  in  aid  of  the  construction  of  vessels  of 
the  best  and  most  eflficient  type  for  the  establishment  and  main- 
tenance of  service  upon  steamship  lines  deemed  necessary  by 
the  board.  Aid  may  be  given  up  to  two-thirds  of  the  cost  of 
the  vessel  to  be  constructed,  ample  security  being  required  by 
the  board  to  insure  repayment  of  the  sum  advanced.  While  we 
have  a  large  tonnage  built  under  the  needs  of  war,  our  ship- 
ping is  sadly  lacking  in  up-to-date  combination  freight  and 
passenger  ships.  We  must  have  such  ships  to  compete  with 
our  rivals.  They  are  especially  needed  in  the  South  American 
and  Oriental  trades.  Under  this  provision  it  is  hoped  that 
the  building  of  such  vessels  wll  be  encouraged  and  a  well- 
balanced  fleet  secured. 

During  the  war  great  docks,  piers,  warehouses  and  terminal 
equipment  and  facilities  were  constructed  or  acquired  at  various 
ports  by  the  United  States.  These  facilities  ought  to  be  a  great 
aid  in  the  development  and  operation  of  a  merchant  marine. 
The  agency  whose  special  responsibility  it  is  to  build  up  such 
merchant  marine  was  deemed  the  best  agency  to  have  control 
of  these  facilities  and  they  are  to  go  into  the  possession  and 
control  of  the  Shipping  Board  on  January  i,  1921,  ample  pro- 
vision being  made,  however,  to  take  care  of  any  emergency 
needs  of  the  War  or  the  Navy  Department.  Preference  in  the 
use  of  these  facilities  should  always  be  given  to  American  ships. 
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No  ves-sel  purchased  from  the  board  or  documented  under 
the  laws  of  the  United  States  can  be  sold,  transferred  or  mort- 
gaged to  an  alien  without  the  appro\al  of  the  board  being  first 
obtained,  and  any  vessel  chartered,  sold,  transferred  or  mort- 
gaged to  an  alien  without  the  consent  of  the  board  shall  be 
forfeited  to  the  United  States  and  those  violating  this  pro- 
vision are  subject  to  fine  or  imprisonment.  The  purpose  of 
this  is  obvious. 

Section  19  is  one  of  far-reaching  consequence.  The  more 
one  knows  of  the  handicaps  put  upon  our  shipping  by  foreig^n 
rules  and  regulations  and  by  the  diverse  and  conflicting  rules 
and  regulations  of  our  own  departments,  the  more  important 
this  section  appears.  It  not  only  authorizes  the  board  to  make 
rules  and  regulations  necessary  to  carrj'ing  out  the  provisions 
of  the  act  but  it  also  authorizes  the  board  to  make  rules  and 
regulations  affecting  shipping  in  the  foreign  trade  not  in  con- 
flict with  law  in  order  to  meet  general  or  special  conditions 
that  may  be  unfavorable  to  our  trade  which  arise  out  of  for- 
eign laws,  rules  or  regulations,  or  from  competitive  methods 
or  practices  employed  by  owners,  operators,  agents  or  masters 
of  vessels  of  a  foreign  country.  This  will  enable  the  Ship- 
ping Board  to  meet  promptly  orders  in  council  and  other 
similar  acts  of  other  countries  which  have  heretofore  been  used 
to  the  great  disadvantage  of  our  shipping.  In  order  to  secure 
uniform  rules  and  regulations  upon  the  part  of  the  varioiis 
departments  aflfecting  shipping,  the  board  may  request  the 
suspension,  modification  or  annulment  of  rules  or  regulations 
made  by  any  such  department,  or  it  may  request  the  making  of 
new  rules  or  regulations;  and  it  is  also  provided  that  no  rule 
or  regulation  shall  hereafter  be  made  until  the  same  has  been 
submitted  to  the  board  for  its  approval.  In  case  of  a  dis- 
agreement between  the  board  £md  any  department  as  to  these 
rules  or  regulations  such  disagreement  is  submitted  to  the 
President  and  his  decision  is  final.  This,  if  properly  and  firmly 
carried  out,  will  result  in  uniform  rules  and  regulations  aff"ect- 
ing  our  shipping  that  cannot  help  but  be  of  great  benefit,  and 
it  will  also  prevent  the  making  of  any  rule  or  regulation  until 
its  eflfect  upon  our  shipping  is  duly  considered. 

Section  20  is  intended  to  place  in  the  Shipping  Board  and 
the  Secretar}'  of   Commerce  ample  power  to  prevent  unfair 
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methods  and  unjust  discriminations  upon  the  part  of  foreign 
shipping  against  our  shipping  and  our  commerce  and  provides 
that  if  the  board  determines  that  any  person  has  violated  any 
of  the  provisions  of  section  20  and  is  a  party  to  combinations, 
agreements  or  understandings  prohibited  and  will  certify  this 
fact  to  the  Secretar}^  of  Commerce,  the  Secretary  shall  refuse 
the  right  of  entry  to  any  ship  owned  by  such  person  or  by 
any  carrier  directly  or  indirectly  controlled  by  him  into  any 
port  of  the  United  States  until  the  board  certifies  that  such 
violation  has  ceased  or  that  such  combination,  agreement  or 
understanding  has  been  terminated.  If  our  carriers  give  re- 
bates we  can  punish  them.  If  our  foreign  competitors  give 
rebates  we  cannot  do  so.  If  our  carriers  cannot  give  rebates 
and  their  competitors  can  ours  must  fail.  Any  means  we  can 
adopt  to  put  us  on  an  equality  should  be  applied.  This  section 
will  do  it.  It  is  solely  in  the  interest  of  f airplay  and  just 
treatment  to  us  and  should  be  used  firmly. 

Under  section  21  the  coastwise  laws  of  the  United  States 
are  extended  to  our  island  territories  and  possessions  after 
February  i,  1922,  if  adequate  steamship  service  at  reasonable 
rates  to  accommodate  the  commerce  and  passenger  travel  has 
been  established,  and  the  board  is  directed  to  establish  and 
maintain  such  service  until  it  can  be  taken  over  and  operated 
by  private  capital  and  enterprise.  To  insure  that  none  of  these 
possessions  will  be  without  adequate  service  the  President  is 
authorized  to  extend  the  period  within  which  such  coastwise 
laws  are  to  be  extended  for  such  time  as  may  be  necessary  for 
the  establishment  of  adequate  shipping  facilities.  The  trade 
of  some  of  our  island  possessions  is  over  a  hundred  million 
dollars  a  year.  It  has  been  largely  carried  in  foreign  ships. 
It  ought  to  be  carried  in  American  ships  and  offers  an  oppor- 
tunity not  only  to  put  under  the  American  flag  more  ships  but 
ships  of  the  highest  type  and  most  desirable  for  ocean  com- 
merce. The  carrying  of  that  trade  should  be  ours.  We  can 
have  it  if  we  will.  If  we  do  not  take  it  no  one  is  to  blame  but 
us.  With  the  assurance  given  private  enterprise  should  pre- 
pare to  handle  this  trade. 

Section  23  gives  special  encouragement  to  the  building  of 
new  and  up-to-date  ships.  It  exempts,  for  a  period  of  ten 
years,  the  owners  of  vessels  documented  under  the  laws  of  the 
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United  States  and  operated  in  the  foreign  trade  from  income, 
war-profits  and  excess-profits  taxes  if  such  taxpayer  either 
invests  or  sets  aside  in  a  trust  fund  for  investment  an  equiva- 
lent amount  to  be  used  in  the  building  of  vessels  of  the  type 
and  kind  approved  by  the  Shipping  Board,  with  a  provision 
that  at  least  two-thirds  of  the  cost  of  such  vessel  so  constructed 
shall  be  paid  for  out  of  the  private  funds  or  capital  of  the 
person  having  such  vessel  constructed.  It  is  also  provided 
in  this  section  that  any  person  who  may  sell  a  vessel  docu- 
mented under  the  laws  of  the  United  States  and  built  prior  to 
January  i,  1914,  shall  be  exempt  from  these  taxes  if  the  entire 
proceeds  of  such  sale  shall  be  invested  in  the  building  of  new 
ships  of  a  type  to  be  approved  by  the  Board.  Our  merchant 
marine  needs  fast  passenger  and  fast  combination  freight  and 
passenger  ships  very  badly.  It  is  hoped  this  provision  will 
be  an  aid  in  securing  them.  I  understand  that  over  300,000 
tons  have  been  contracted  for  under  this  provision  already — 
mostly,  however,  tankers,  which  are  greatly  needed. 

Section  24  requires  all  United  States  mails  carried  on  vessels 
to  be  carried  on  American-built  vessels  if  practicable.  The 
Board  and  the  Postmaster  General  shall  determine  from  time  to 
time  the  just  and  reasonable  rate  of  compensation  to  be  paid  for 
a  satisfactory  postal  service  and  the  Postmaster  General  is  au- 
thorized to  enter  into  contracts  within  the  limits  of  appropria- 
tions therefor  made  by  Congress  to  pay  for  the  carrying  of 
such  mails  in  such  vessels.  We  have  been  paying  about 
$3,000,000  a  year  for  the  carrying  of  our  mails  on  ships  and 
of  this  sum  about  two  and  a  half  millions  has  been  paid  to 
foreign  ships,  thereby  practically  subsidizing  them  to  that  ex- 
tent. By  proper  cooperation  between  the  Shipping  Board  and 
the  Postmaster  General  this  provision  can  be  of  great  aid  in 
developing  and  maintaining  regular  shipping  Ines. 

In  the  hope  of  developing  an  organization  in  this  country 
similar  to  Lloyds,  Section  25  requires  that  all  vessels  owned  by 
the  United  States  shall  be  classified  by  the  American  Bureau 
of  Shipping  so  long  as  that  bureau  is  maintained  as  an  organi- 
zation without  capital  stock  and  pays  no  dividends.  The  Sec- 
retar\'  of  Commerce  and  the  chairman  of  the  Shipping  Board 
shall  each  appoint  a  representative  to  represent  the  Government 
upon  the  executive  committee  of  the  American  Bureau  of  Ship- 
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ping,  who  shall  serve  without  compensation.  Lloyds  has  been 
a  great  factor  in  building  up  the  British  marine.  We  hope  to 
make  the  American  Bureau  of  equal  help  to  our  marine. 

Much  objection  has  been  made  to  Section  28.  A  large  part 
of  this  criticism,  though  honestly  made  by  our  people,  I  am 
convinced  has  its  origin  in  alien  interests.  Under  the  Railroad 
Transportation  Act  the  Interstate  Commerce  Commission  may 
allow  preferential  rates  over  American  railroads  on  imports 
or  exports.  These  preferential  rates  under  that  act  apply  to 
imports  or  exports  whether  carried  in  alien  ships  or  American 
ships.  The  Shipping  Board  investigated  the  matter  carefully 
and  came  to  the  conclusion  that  such  preferential  rates  should 
not  be  applied  to  imports  and  exports  carried  in  alien  ships 
if  American  ships  were  available,  and  the  sole  purpose  and 
effect  of  Section  28  is  to  provide  that  if  American  shipping  is 
available  then  preferential  freight  rates  shall  not  be  given  to 
imports  or  exports  carried  over  American  railroads  unless  such 
exports  or  imports  are  carried  in  American  ships.  The  wise 
application  of  this  provision  rests  solely  with  the  Shipping 
Board  and  the  Interstate  Commerce  Commission.  The  power 
given  them  can  be  made  of  tremendous  benefit  to  American 
shipping  and  American  commerce,  and  the  people  of  the  coun- 
try and  of  the  various  ports  should  feel  that  this  power  will 
be  used  in  their  interests  and  not  to  their  injury. 

Under  Section  29  encouragement  is  given  to  the  development 
of  American  marine  insurance  companies  or  organizations  by 
exempting  such  associations  from  the  operation  of  the  anti- 
trust law.  American  capital  does  only  about  ten  per  centum 
of  our  hull  insurance  and  only  about  thirty  per  centum  of  our 
other  marine  insurance.  Every  possible  encouragement  should 
be  given  to  it  to  do  our  own  insurance.  If  it  won't  do  it  the 
Government  very  likely  will  do  it.  American  insurance  is 
almost  if  not  essential  to  a  permanent  marine. 

Section  30  is  a  very  complicated  section,  but  the  purpose  and 
object  of  it  are  to  encourage  the  investment  of  American 
capital  in  ships  and  shipping  securities.  It  gives  such  invest- 
ments a  security  not  heretofore  enjoyed  and  makes  a  mortgage 
upon  a  ship  a  prior  lien  except  as  to  certain  specified  claims. 

Considerable  discussion  has  arisen  with  reference  to  Section 
34,  which  directs  the  President  to  give  notice  of  the  abrogation 
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of  the  provisions  of  certain  commercial  treaties.  The  purpose 
of  this  section  is  to  terminate  in  an  orderly,  courteous  and 
diplomatic  way  treaties  which  are  detrimental  to  our  interests 
and  which  prevent  us  from  doing  what  we  think  ought  to  be 
done  to  encourage  and  build  up  our  American  merchant 
marine.  We  could  pass  such  legislation  if  we  desire  and  abro- 
gate these  treaties  in  this  way.  This  is  not  the  proper  and 
courteous  way  to  deal  with  such  matters.  No  complaint  by 
foreign  countries  can  be  made  against  the  method  provided 
in  this  act.  We  are  seeking  to  do  only  what  other  countries 
are  doing.  France  has  already  notified  us  of  her  intention 
to  terminate  her  commercial  treaty  with  us,  and  she  has  given 
a  smilar  notice  to  Great  Britain,  Canada,  Spain,  Greece  and 
other  countries.  Spain,  Italy,  Norway,  Greece,  Sweden,  Bul- 
garia, Great  Britain  and  other  countries  are  getting  rid  of 
treaties  that  may  hamper  them  in  the  contest  for  the  world's 
trade.  It  will  be  little  short  of  criminal  if  we  do  not  free 
ourselves  from  those  things  that  shackle  us  and  prevent  us 
from  doing  what  we  know  is  for  our  best  interests.  These 
other  countries  are  looking  after  their  own  interests.  If  we  do 
not  look  after  ours,  no  one  else  w^ill. 

Wherever  possible  alien  interests  are  hiring  the  best  Ameri- 
can legal  talent,  buying  the  highest  American  writing  abilit}-, 
controlling  the  most  powerful  American  papers,  journals  and 
magazines  and  cajoling  or  coercing  American  officials  to  serve 
their  end.  Their  paid  agents  will  be  found  in  meetings  like 
this  to  point  out  dangers  and  difficulties.  They  will  present 
to  public  officials  cogent  reasons  why  it  will  be  unwise  to  take 
this  course  or  follow  that  policy.  Business  men  will  be  threat- 
ened by  their  business  connections  and  communities  will  be 
intimidated  by  threatened  withdrawal  of  transportation  facili- 
ties. Professors  in  our  colleges  and  theorists  in  our  army 
and  navy  will  be  encouraged  to  urge  that  those  who  seem  to 
be  especially  fitted  or  trained  to  do  the  ocean-carriage  should 
be  allowed  to  do  it  without  competition. 

They  will  overlook  the  terrible  experience  that  came  to 
us  at  the  beginning  of  the  world  war  as  the  result  of  such  a 
policy.  Our  shipping  could  be  done  more  chcapl}'  by  others, 
and  so  we  had  none.  When  the  war  came  tiiis  lack  of  shipping 
cost  us  hundreds  of  millions  of  dollars  in  higher  freight  rates 
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or  business  losses  and  hundreds  of  millions  of  waste  in  the 
hasty  building  of  ships  to  meet  the  emergency  that  threat- 
ened the  overthrow  of  civilization,  and  today  the  papers  are 
filled  with  stories  of  waste,  corruption  and  inefficiency  that 
was  the  inevitable  result  of  the  conditions  and  the  situation 
that  confronted  us. 

The  man  or  the  paper  who  would  discourage  the  upbuilding 
of  our  merchant  marine  is  fighting  the  battle  of  alien  interests. 
We  have  the  brains;  we  have  the  ability;  we  have  the  energy, 
and  we  have  the  means  to  build  up  an  American  merchant 
marine.  We  have  the  need  to  stimulate  us  to  do  it,  and  if 
every  true  American  citizen  will  determine  to  do  his  part  to 
this  end  and  not  allow  us  to  be  diverted  by  fear,  threats  or 
cajolery  from  that  great  purpose  we  will  succeed. 

If  the  American  people  want  an  American  marine  they  must 
be  willing  to  work  and  sacrifice  for  it.  Support  must  be  given 
to  those  who  seek  to  built  it  up.  Counsel  must  be  taken  of  cour- 
age and  not  of  fear.  Our  competitors  will  deceive  us,  scare 
us,  bluff  us  or  destroy  us  if  they  can.  "  Fairplay  ",  the  great 
shipping  organ,  of  London,  said  frankly  a  short  time  ago: 

When  it  haa  been  a  question  of  the  survival  of  the  fittest  we  have  invariably 
done  our  level  best  to  cnish  or  mold  opposition,  and,  as  regards  America's 
new  mercantile  marine,  we  shall  go  on  doing  it  and  expect  her  to  do  the 
same  by  us. 

We  do  not  seek  to  crush  Britain's  marine,  but  we  do  desire  to 
build  up  a  merchant  marine  ample  to  do  the  major  part  of  our 
own  ocean-carriage  and  that  part  of  the  world's  carrying  com- 
mensurate with  our  wealth,  power  and  standing  among  the 
nations  of  the  world.  This  is  necessary  for  our  commercial 
growth,  our  national  defence  and  national  independence,  and 
it  is  necessary  for  the  world's  peace  and  safety.  If  one  nation 
dominates  the  shipping  of  the  world  it  holds  the  destinies  of 
all  peoples  in  its  grasp. 

I  had  something  to  do  with  the  drafting  of  our  merchant 
marine  act.  I  know  the  spirit  that  moved  those  who  wrote  it. 
Partisanship  had  no  place  in  its  consideration.  We  acted  as 
Americans  and  not  as  partisans.  Every  word,  every  line, 
every  paragraph  and  every  section  was  written  solely  in  the 
interest  of  the  United  States.     We  seek  to  assure  our  people 
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equal  treatment,  square  dealing  and  a  fair  chance  in  the  world's 
carrying  business.  With  this  they  can  hold  their  own  with 
any  ships.  There  may  be  provisions  in  the  act  that  ought  not 
to  be  there.  Experience  will  show  them  and  they  will  be  re- 
moved. There  are  many  things  that  should  be  added  and  I 
hope  this  will  be  done.  Destructive  criticism  alone  will  en- 
courage and  aid  our  competitors.  Constructive  criticism  will 
help  us.  If  every  American  will  place  the  nation's  good 
above  individual  welfare;  think,  talk  and  act  Americanism 
and  give  whole-hearted  support  to  the  law  passed  to  aid  the 
United  States  and  uphold  those  who  administer  it  solely  in  the 
interest  of  the  United  States  and  its  citizens,  we  will  have  an 
adequate  merchant  marine  that  will  secure  our  own  interests 
and  promote  the  world's  welfare. 
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INTERNATIONAL  ASPECTS  OF  AMERICAN 
MARITIME  POLICIES 

RAYMOND  B.  STEVENS 
Former  Vic«  President  of  the  U.  S.  Shipping  Board 

THE  war  caused  a  great  change  in  shipping.  Germany 
has  lost  all  her  ships  suitable  for  overseas  trade  and 
must  build  ships  for  the  Allies  for  some  years  to  come. 
The  countries  engaged  in  the  war  and  many  neutrals  lost  a 
substantial  part  of  their  tonnage.  The  position  of  the  United 
States  before  the  war  in  overseas  shipping  was  negligible.  We 
carried  less  than  ten  per  cent  of  our  own  import  and  export 
trade.  As  a  result  of  Avar  building  the  United  States  now  has 
a  fleet  of  vessels  equal  to  one-fourth  of  the  world's  tonnage 
and  able  to  carry  over  sixty  per  cent  of  our  foreign  commerce. 
Our  fleet  is  second  only  to  that  of  Great  Britain,  Of  course, 
we  have  not  a  merchant  marine  in  the  sense  that  Great  Britain 
and  the  other  maritime  countries  have  a  merchant  marine.  The 
great  majority  of  our  ships  are  still  owned  by  the  government 
although  operated  by  private  companies. 

The  policy  concerning  this  war-built  fleet  adopted  by 
Congress  is  clearly  set  forth  in  the  preamble  to  the  Merchant 
Marine  Act  of  1920: 

It  is  necessary  for  the  national  defense  and  for  the  proper  growth  of  our 
foreign  and  domestic  commerce  that  the  United  States  have  a  merchant 
marine  with  the  best  equipped  and  most  suitable  types  of  vessels  to  carry  the 
greater  portion  of  its  commerce  ultimately  to  be  owned  and  operated  pri- 
vately by  citizens  of  the  United  States,  and  it  is  hereby  declared  to  be  the 
policy  of  the  United  States  to  do  whatever  may  be  necessary  to  develop  and 
encourage  the  maintenance  of  such  a  merchant  marine. 

What  will  be  the  effect  of  such  policy  on  our  international 
relations?  That  depends  entirely  upon  the  methods  adopted 
by  Congress  to  develop  and  encourage  the  maintenance  of  a 
private  merchant  marine.  Successful  competition  based  on 
efficiency  and  equal  opportunity  will  have  no  serious  results 
upon  our  international  relations,  although  naturally  the  other 
maritime  nations  will   not  like  it.      If,   however,   we  adopt  a 
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policy  of  encouraging  American  shipping  by  discriminations 
against  other  ships,  we  will  rouse  ill-will,  resentment  and  in 
the  end  retaliation.  Apparently  this  is  the  exact  policy  which 
we  are  tending  toward.  Among  the  various  methods  pro- 
posed arc  the  use  of  the  Panama  Canal  free  of  tolls  by  all 
American  ships,  a  reduction  in  the  customs  dues  on  commodi- 
ties imported  in  American  ships,  lower  rail  rates  on  articles 
imported  or  exported  in  American  ships,  lower  tonnage  dues 
than  those  imposed  on  foreign  ships  and  the  development  ex- 
clusively for  the  use  of  the  American  ships  of  the  public  oil 
lands. 

There  is  nothing  new  about  these  forms  of  discriminations. 
They  are  almost  as  old  as  ships  themselves.  Every  form  of 
discrimination  that  human  ingenuity  could  invent  has  been 
tried  in  the  past.  For  centuries  discriminations  were  the  rule 
rather  than  the  exception.  The  whole  tendency  of  recent 
years  has  been  against  such  discrimination.  We  have  treaties 
with  practically  all  the  commercial  countries  of  the  globe  pro- 
viding for  reciprocity  and  equal  treatment  for  ships.  This 
tendency  and  these  treaties  are  not  the  result  of  a  soft  ideal- 
ism, but  the  result  of  years  of  hard  practical  selfish  experience. 
Invariably  discriminations  led  to  international  ill-will  and 
retaliation  and  in  the  long  run  were  ineffective  as  aids  to 
national  shipping.  When  they  become  general  their  benefits 
largely  disappear  and  all  that  remains  are  their  burdens  and 
evil  consequences. 

To  one  familiar  with  the  past  history'  of  shipping  and  navi- 
gation laws,  it  is  almost  inconceivable  that  the  United  States 
should  now  abrogate  its  treaties  providing  for  equal  treatment 
and  engage  in  a  wholesale  campaign  of  discriminations.  What 
are  the  reasons  for  this  change  in  policy? 

There  is  a  general  belief  among  shipping  men  and  also 
the  public  that  some  form  of  government  aid  is  necessary  to 
enable  American  ships  to  compete  with  foreign  ships.  For 
years  attempts  have  been  made  to  subsidize  in  various  ways 
American  shipping.  The  opposition  to  direct  subsidies  has 
been  so  strong  that  the  shipping  interests  have  turned  now  to 
these  indirect  forms  of  aid.  The  opposition  of  the  public  is 
not  as  great  because  these  methods  seem  to  cost  the  public 
nothing,  which  is,  of  course,  fallacious. 
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Does  American  shipping  need  government  aid  in  order  to 
compete  with  other  countries,  and  if  so,  what  form  should  that 
aid  take?  It  is  true  that  before  the  war  American  capital  did 
not  go  into  shipping  because  the  returns  were  not  attractive 
enough.  Ships  cost  much  more  to  build  in  the  United  States 
and  were  more  costly  to  operate,  but  the  war  has  not  only- 
brought  changes  in  the  amount  of  tonnage  owned  by  the  various 
countries  but  has  brought  a  great  change  in  building  and  oper- 
ating cost.  Today  we  can  build  ships  in  the  United  States 
practically  as  cheap  as  they  can  be  built  in  Great  Britain,  and 
labor  costs  and  operation  are  nearer  equal  than  they  have  ever 
been  before.  It  is  true  that  American  ships,  especially  the 
smaller  vessels,  carry  larger  crews  and  wages  are  somewhat 
higher,  but  labor  cost  is  a  very  small  factor  in  ship  operation. 
It  runs  from  6  to  12  per  cent  of  the  operating  cost  depending 
on  the  type  of  vessel.  For  oil-burning  cargo  carriers  of  which 
our  fleet  is  largely  made  up,  the  total  labor  cost  is  not  more 
than  seven  or  eight  per  cent.  Insurance  is  more,  depreciation 
is  more,  fuel  is  more.  The  importance  of  the  higher  wage 
has  always  been  greatly  over-emphasized. 

Our  foreign  trade  is  developing  in  ways  that  make  it  more 
advantageous  to  have  transportation  under  our  own  control. 
In  addition  to  all  these  reasons  Germany  which  was  formerly 
second  in  ocean  transportation  has  been  eliminated  for  some 
years  as  an  important  competitor.  It  does  not  seem  at  all 
improbable  that  the  United  States  when  it  has  developed  the 
necessary  personnel  can  compete  successfully  in  ocean  transpor- 
tation. The  one  thing  we  are  lacking  today  is  trained  personnel. 
Profit  in  ship  operation  depends  upon  keeping  the  ship  at  work, 
quick  despatch  and  the  securing  of  full  cargoes  both  out  and  in. 
In  no  industry  is  training  and  experience  of  more  vital  import- 
ance than  in  shipping.  It  requires  trained  officers  and  trained 
engineers  and  trained  crews  to  operate  ships  safely  and  keep 
them  in  good  condition.  Repairs  are  not  only  costly  but  the 
delays  are  costlier  still,  as  practically  all  the  operating  costs 
continue  while  a  ship  is  laid  up  for  repairs  or  awaiting  cargo. 
Successful  shipping  also  requires  skill  and  an  experienced  or- 
ganization on  land  in  not  only  the  home  ports,  but  in  all  the 
foreign  ports  of  the  world  to  which  the  ship  may  go.  It  takes 
time  to  build  up  such  a  personnel. 
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I  realize  that  there  is  a  difference  of  opinion  on  this  question 
of  successful  competition.  Many  men  of  long  experience  be- 
lieve that  we  cannot  operate  as  cheaply  as  foreign  ships  and 
that  either  j)ermanently  or  for  some  considerable  period  ot 
time  the  government's  aid  will  be  required  to  enable  American 
shipping  to  make  a  profit.  Assuming  that  this  is  true,  under 
no  circumstances  should  we  give  that  aid  through  discrimin- 
ations. Their  effect  on  international  relations  will  be  serious. 
This  is  not  an  opinion.  This  is  a  statement  of  history.  More- 
over they  are  unsound  from  a  domestic  point  of  view.  The 
burdens  are  hidden  and  the  benefits  are  conferred  without 
choice  or  judgment.  Moreover,  applied  to  as  large  an 
amount  of  tonnage  as  we  now  own,  they  are  sure,  if  at  all 
effective  in  aiding  American  shipping,  to  be  followed  by  re- 
taliation by  other  nations  and  general  discrimination  against 
our  own  ships.  Men  seem  to  forget  that  foreign  commerce 
and  overseas  shipping  is  not  merely  a  national  matter,  but 
an  international  matter.  All  our  imports  are  some  other 
countr>''s  exports,  ajid  all  our  exports  are  some  other  country's 
imports.  F^or  once  sound  international  polic\'  and  sound 
domestic  policy  are  in  accord. 

The  policy  the  United  States  should  pursue  is  to  grant  and 
insist  upon  receiving  equal  treatment  for  all  ships,  and  if  any 
aid  be  given  by  the  government  to  shipping  it  should  be  in  the 
form  of  a  direct  subsidy  or  grant. 

The  public  will  then  know  what  it  costs  and  who  gets  it. 

I  am  not  discussing  theories  alone.  A  great  and  immediate 
danger  exists.  In  fact,  Congress  has  already  acted.  The 
Merchant  Marine  Act  passed  last  June  provides  first  for  ex- 
tending the  coastwise  laws  to  the  Philippine  Islands  and  all 
our  territories  and  insular  possessions.  This  is  clearly  a  per- 
version of  the  coastwise  principle.  Section  34  provides  that 
in  the  opinion  of  Congress  articles  or  provisions  in  treaties  or 
covenants  to  which  the  United  States  is  a  party  wliich  restrict 
the  right  of  tiie  United  States  to  impose  discriminating  cus- 
toms duties  on  imports  entering  the  United  States  in  foreign 
vessels  and  in  vessels  of  the  United  States  and  which  also 
restrict  the  right  of  the  United  States  to  impose  discriminator)' 
tonnage  dues  on  foreign  vessels  and  on  vessels  entering  the 
United  States,  should  be  terminated  and  the  President  was  di- 
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rected  within  90  days  to  serve  notice  on  all  countries  with  which 
we  had  such  treaties  that  the  portions  thereof  containing  these 
restrictions  were  abrogated.  President  Wilson  has  refused  to 
give  such  notice.  It  is  confidentially  stated  in  the  Republican 
papers  that  Senator  Harding  will  carry  out  the  instructions 
of  Congress.  The  abrogation  of  these  treaties  would  not  only 
make  it  possible  to  apply  discriminatory  duties  and  discrimin- 
atory tonnage  dues,  but  would  make  immediately  effective  a 
provision  in  the  Underwood  Tariff  Bill  granting  five  per  cent 
reduction  in  the  duties  on  all  commodities  imported  in  Ameri- 
can ships.  This  provision  was  declared  inoperative  by  the 
Supreme  Court,  because  of  the  proviso  that  nothing  in  the 
provision  should  be  construed  to  abrogate  or  affect  any  treaty 
between  the  United  States  and  any  other  country.  The  pro- 
vision has  never  been  repealed  and  the  abrogation  of  these 
treaties  automatically  makes  it  effective.  Moreover,  the  Mer- 
chant Marine  Act  permits  lower  rail  rates  on  goods  imported 
into  or  exported  from  the  United  States  if  carried  in  American 
ships. 

This  complete  change  of  our  past  policy  is  being  adopted 
without  any  general  discussion  or  understanding  by  the  public 
as  to  the  nature  of  such  legislation  or  the  consequences  most 
certain  to  flow  from  it.  So  far  those  interests  in  favor  of 
building  up  Am.erican  shipping  by  such  means  have  had  the 
field  to  themselves.  The  press  has  been  full  of  propaganda 
emphasizing  the  importance  to  the  nation  of  a  merchant  marine 
and  the  need  of  some  government  aid.  Shipping  interests  feel 
that  this  is  the  pyschological  time  to  secure  legislation.  The 
public  has  been  aroused  by  the  war  to  the  importance  of  ship- 
ping. After  five  or  six  profitable  years  we  are  now  entering 
a  period  of  severe  competition,  because  the  excessive  building 
of  ships  in  the  world  has  caught  up  with  the  demand  for 
transportation. 

It  is  the  duty  of  men  of  influence  in  business  and  in  politics 
to  arouse  public  interest  in  these  problems  and  to  point  out  the 
dangers  of  the  course  we  are  entering  upon.  The  whole  his- 
tory of  the  past  proves  that  these  methods  will  not  be  effective 
and  the  only  certain  result  will  be  international  ill-will,  resent- 
ment and  economic  warfare. 
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J.    r.VRKKR   KIRLIN 

General  Counsel  of  the  American  Steamship  Owners '  Association, 

New  York  City 

THE  tonnage  of  the  world,  notwithstanding  the  losses 
by  submarines,  is  larger  today  than  it  was  in  1914. 
In  that  year  it  was  about  49,000,000  gross  tons,  and 
today  it  is  over  57,000,000. 

Our  own  seagoing  tonnage  in  19 14  was  about  2,000,000 
gross  tons;  today  it  is  over  12,000,000.  Of  this  tonnage  some- 
thing over  6,000,000  tons  gross  register,  equivalent,  roughly 
speaking,  to  10,000,000  tons  deadweight  carrying  capacity,  in 
units  of  5,000  tons  or  more,  are  serviceable  for  the  foreign 
trades.  By  foreign  trades  I  mean  the  longer  voyage  trades, 
across  the  Atlantic,  across  the  Pacific,  and  to  South  America. 

I  purpose  to  deal  only  with  general  cargo  steamers,  elimi- 
nating tank  vessels  built  for  the  carriage  of  fuel  in  bulk,  and 
passenger  steamers,  the  operation  of  which  presents  quite 
different  problems. 

The  title  to  the  general  cargo  tonnage  is  still  in  the  United 
States.  Most,  if  not  all  of  it,  has  been  operated  in  foreign 
trades,  in  the  hands  of  private  operators,  under  the  direction 
and  for  account  of  the  Shipping  Board. 

It  is  the  declared  policy  of  Congress,  in  the  Merchant  Marine 
Act,  1920,  that  this  tonnage  shall  be  sold  to  citizens  and  trans- 
ferred into  private  hands.  It  is  the  hope  of  the  country  that 
this  may  be  accomplished  on  such  terms  and  in  such  a  manner 
that  the  ships  can  be  profitably  operated  by  private  ship- 
owners, and  may  form  the  nucleus  of  a  larger  and  better 
balanced  American  merchant  marine,  suitable  to  the  needs 
and  to  the  dignity  of  the  countr)-.  The  operating  problems 
of  private  ship-owners  who  are  expected  to  buy  and  operate 
this  fleet  are  those  that  I  intend  to  discuss. 

The  essential  condition  of  any  successful  operation  of 
Americaji  merchant  vessels  in  the  foreign  trade,  by  private 
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initiative,  is  equality  of  opportunity  with  our  principal  foreign 
competitors.  Our  shipowners  must  be  practically  on  all  fours 
with  their  competitors  in  order  to  make  a  profit.  If  they  can- 
not make  a  profit  the  accumulated  savings  of  our  people  will 
not  seek  investment  in  the  industry,  and  without  this  the 
establishment  of  an  American  merchant  marine  in  private 
hands  cannot  be  accomplished. 

The  three  fundamental  matters  involved  in  equality  of  op- 
portunity in  competition  are:  (i)  the  first  cost  of  ships  bought 
by  our  citizens  must  reasonably  approximate  the  costs  of 
their  competitors  in  order  that  capital  charges  may  be  sub- 
stantially equalized  with  those  of  the  competitors;  (2)  oper- 
ating costs  must  be,  or  must  be  made,  approximately  equal 
to  those  of  our  competitors;  and  (3)  privately  owned  ships 
must  be  free  from  competition  by  tonnage  owned  by  the 
government. 

I.  I  place  the  condition  of  equality  of  capital  costs  ahead 
of  all  others  because  the  annual  capital  charges,  which  run 
throughout  the  life  of  the  ship,  constitute  the  main  factor  in 
determining  whether  it  can  or  cannot  be  operated  successfully. 

Capital  charges  based  on  the  prices  now  asked  by  the 
Shipping  Board  are  altogether  prohibitive.  They  would  be 
far  greater,  in  comparison  with  the  similar  charges  of  their 
competitors,  than  the  difference  in  the  cost  of  operation  under 
our  flag  and  the  flags  of  such  competitors. 

The  annual  capital  charges,  payable  from  earnings,  are 
insurance  and  depreciation,  to  which  I  add  6  per  cent  interest 
upon  the  investment. 

Insurance  is  a  necessary  charge,  universally  paid  for  in 
premiums,  or  paid  from  an  insurance  fund  created  by  a  charge 
on  earnings  equivalent  to  such  premiums.  The  hazard  of  loss 
of  the  investment  by  marine  perils  or  fire  is  constant,  and  no 
prudent  ship-owner  can  remain  uninsured.  Depreciation  is 
usually  charged  at  5  per  cent  per  annum  on  the  cost  of  the 
ship,  on  the  theory  that  its  useful  life  is  limited  to  approxi- 
mately twenty  years.  The  amount  is  taken  from  earnings  and 
placed  in  a  sinking  fund  for  replacement.  Interest  upon  the 
investment  must  be  considered,  since  the  expectation  of  a 
reasonable  return  upon  capital  is  a  necessary  inducement  to 
investment. 
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The  price  asked  by  the  Shij^ping  Board  for  a  vessel  of  this 
class,  contracted  for  during  the  war,  is  $175  a  deadweight  ton. 
Great  Britain,  immediately  after  tlie  armistice,  sold  to  its 
citizens  the  ships  of  similar  type  and  class  which  it  had  built 
during  the  war,  for  £23,  or  approximately  $100  a  ton. 
Scandinavian  ship-owners  have  recently  offered  in  our  market 
ships  contracted  for  during  the  war  at  prices  of  much  less 
than  $100  a  ton,  without  finding  buyers. 

A  comparison  of  the  capital  charges  on  a  typical  steamer 
of  8,8(X>  tons,  deadweight-cargo  capacity',  purchased  by  a 
citizen  at  the  Shipping  Board  price  of  $175  a  deadweight  ton, 
and  those  on  a  similar  ship  bought  by  a  foreign  subject  at  $100 
«i  ton,  shows  the  following  result : 

Avxericarx  ship  Foreign  ship 

Cost  price $1,540,000  $880,000 

Capital  charges: 

Insurancp  at  4% 61,600  35,200 

Depreciation  at  5% 77,000  44,000 

Interest  at  6% 92,400  52,800 

Total $231,000  $132,000 

Excess  of  capital  charges  on  the 

American  ship $99,000  per  annum. 

The  excess  of  capital  charges  on  American  ships  is  probably 
greater  than  this  when  compared  with  the  similar  charges  on 
a  great  part  of  the  tonnage  of  our  competitors.  The  amount 
of  similar  foreign  tonnage  built  at  pre-war  prices  and  now 
in  active  competition  is  more  than  twice  the  quantity  that  our 
government  has  to  sell.  The  original  cost  of  this  competing 
tonnage  is  far  less  than  $100  a  deadweight  ton  (probably  not 
more  than  from  $40  to  $75  a  ton),  and  its  average  capita] 
value,  for  the  purpose  of  computing  annual  capital  charges,  is 
carried  at  less  than  that  amount. 

The  comparison,  even  on  the  basis  that  I  have  taken,  means 
that  in  order  to  earn  a  clear  6  per  cent  return  on  the  invest- 
ment, an  American  ship  of  this  class  and  size  would  have  to 
earn  approximately  $100,000  per  annum  more  than  a  similar 
foreign  ship  operated  by  a  competitor;  that  an  American 
owner  of  an  average  fleet  of  ten  such  ships  would  have  to  earn 
approximately   $i,ooo,ooo   per  annum   more  than   a   foreign 
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competitor  operating  the  same  number  of  ships;  and  that  the 
whole  amount  of  the  10,000,000  deadweight  of  American  ton- 
nage that  I  am  considering  as  available  for  service  in  the 
foreign  trade  would  have  to  earn  more  than  $100,000,000  per 
annum  in  excess  of  the  earnings  of  a  similar  amount  of  foreign 
tonnage  operated  by  competitors. 

The  bare  statement  of  this  startling  situation  demonstrates 
the  need  of  reducing  the  capital  investments  of  American 
ship-owners  to  the  lowest  possible  figure  bearing  a  reasonable 
approximation  to  the  market  value  of  tonnage,  and  indicates 
the  futility  of  the  governmental  policy  of  holding  out  for  such 
excessive  prices.  No  greater  disservice  could  be  done  to  the 
development  of  a  privately  owned  American  merchant  marine 
than  to  sell  the  government  tonnage  to  private  owners  at 
prices  which  cannot  be  successfully  worked  out  in  the  operation 
of  the  ships  in  foreign  trade,  nor  can  any  greater  discourage- 
ment to  the  investment  of  capital  be  found  than  is  embraced 
in  such  a  policy. 

In  these  circumstances  we  may  well  give  heed  to  the  British 
view  of  our  mistaken  policy,  as  expressed  in  a  recent  issue  of 
their  leading  shipping  review  {''  Fairplay  '\  November  18, 
1920)  : 

The  opinion  that  ship-owners  have  held  in  this  country  from  the  start — 
not  from  their  own  point  of  view,  but  in  the  interest  of  American  shipping, 
in  which  regard  they  have  been  endorsed  to  my  personal  knowledge  by  many 
prominent  American  ship-owners — is  that,  if  it  is  the  Board's  desire  to  en- 
courage American  investors  and  capable  business  men  to  go  into  shipping,  it 
must  dispose  at  less  than  the  world  's  price  of  the  vessels  it  owns,  and  write 
the  difference  off  as  a  war  loss.  But  what  has  the  Board  done?  It  has  sold 
boats  wherever  possible  at  a  figure  at  least  100  per  cent  more  than  that  for 
which  they  would  be  purchased  in  this  country,  and  has  encouraged  buyers 
to  take  them  over  on  the  piano  system.  And  the  inevitable  result  is  that  it 
has  been  found  impossible  to  provide  for  the  installments  out  of  earnings — 
and  bankruptcy  will  follow  in  due  course.  Is  this  encouraging  investors? 
-  .  .  To  suggest  that,  at  the  rates  now  quoted,  an  American  steamer  is  worth 
the  Board  's  price  is  rather  pathetically  laughable. 

For  the  period  of  a  year  or  more  after  the  armistice  the 
market  for  ships,  at  reasonable  prices,  was  strong,  and  money 
conditions  were  favorable  for  the  financing  of  new  enterprises. 
A  large  amount  of  the  tonnage  would  probably  have  been 
disposed  of  at  that  time  if  sound  business  policies  had  been 
followed. 
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The  unfortunate  result  of  holding  out  for  prices  lOO  per 
cent  above  the  market  has  been  that  only  a  negligible  quantity 
of  the  ships  has  been  sold.  Few  of  the  old  established  com- 
panies felt  that  it  was  prudent  to  buy  ships  at  such  prices. 
A  number  of  the  new  companies  which  contracted  to  buy,  on 
the  installment  plan,  have  had  to  turn  the  ships  back  to  the 
government,  and  others  have  passed  into  receiverships.  Mean- 
while the  market  value  of  tonnage  throughout  the  world  has 
fallen  at  least  $25  a  deadweight  ton  and  probably  more,  and 
money  conditions  have  changed  so  that  new  financing  is  im- 
practicable. Whatever  the  value  of  the  tonnage  may  have 
been  a  year  ago,  its  value  now  is  at  least  $250,000,000  less,  and 
the  ships  remain  unsold.  That  the  loss  will  eventually  amount 
to  much  more  than  this,  when  the  ships  are  sold  at  prices  that 
can  be  obtained  for  them  in  the  future,  is  a  reasonably  safe 
prediction. 

2.  The  principal  handicap  in  operating  costs  under  the 
American  flag  at  present  is  in  the  wages  of  the  personnel. 

Wages  for  officers  and  men  on  the  typical  American  steamer 
of  8,800  tons  deadweight,  used  in  the  previous  comparison, 
amount,  at  the  present  standard  of  wages,  to  $5,315  a  month. 
The  wages  of  an  identical  British  steamer  amount  to  $3,924 
a  month.  The  excess  cost  to  the  American  vessel  is  $1,391  a 
month,  or  $16,692  a  year.  On  an  average  fleet  of  ten  steamers 
this  excess  in  wages  is  $166,920  a  year;  and  on  the  steamers 
aggregating  10,000,000  tons,  that  I  am  considering  as  avail- 
able for  foreign  trades,  it  would  amount  to  approximately 
$20,000,000. 

Further  disadvantages  in  the  cost  of  operation  result  from 
less  efficiency  in  a  part  of  the  personnel  available  for  employ- 
ment on  American  ships.  Inefficiency  in  this  respect  means 
larger  costs  for  repairs  and  failure  to  obtain  the  greatest 
possible  earnings  from  operation.  While  the  cost  of  these 
unfavorable  factors  cannot  be  readily  computed,  it  is  substan- 
tial and  must  be  taken  into  account. 

Our  laws  require  that  licensed  officers  and  engineers  must 
be  citizens.  Proper  training  for  work  of  this  kind  is  obtained 
in  two  ways — by  long  experience  at  sea,  and  by  scientific  in- 
tensive training  for  short  periods.  As  the  opportunities  for 
training  by  experience  have  heretofore  been  slight,  the  supply 
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of  skilled  talent  trained  in  this  manner  is  scant;  and  few  have 
been  trained  by  scientific  methods  except  in  the  schools  started 
during  the  war.  The  result  is  that  we  have  a  far  less  number 
of  efficient  men  in  both  the  licensed  and  unlicensed  classes  than 
our  chief  competitors.  Our  efficiency  in  operation  as  com- 
pared with  that  of  our  competitors  will  be  comparatively  lower 
so  long  as  this  condition  continues. 

While  many  good  officers  and  engineers  are  in  service,  there 
is  still  a  shortage  of  highly  efficient  officers  and  a  greater  dearth 
of  skilled  engineers.  The  supply  of  engineers  is  recruited  by 
our  competitors  from  the  machinists'  trade,  while  the  un- 
licensed engineers  of  our  ships  are  largely  recruited  from  the 
fire-room.  All  unlicensed  engineers  must  be  members  of  the 
Firemen's  Union  until  they  have  served  at  sea  a  sufficient  length 
of  time  to  qualify  for  a  license.  It  is  better  to  be  a  graduate 
of  the  lathe  than  of  the  shovel.  The  trained  machinest  can 
effect  a  large  amount  of  the  repairs  which  otherwise  fall  to  the 
repair  yards.  The  added  cost  of  engine-department  upkeep, 
due  to  inefficiency  of  a  part  of  the  personnel,  makes  a  formid- 
able bill  to  be  paid  from  the  earnings  of  American  ships. 

Training  schools  should  be  extended  and  expanded  in  order 
that  skillful  instruction  may  make  up,  so  far  as  possible,  for 
lack  of  practical  experience.  The  government  should  also 
assist,  through  some  form  of  naval  reserve,  in  meeting  to  a 
measurable  extent  the  higher  salaries  that  are  necessary  to 
attract  the  efficient  type  of  men  required  for  officers  and 
engineers. 

Certain  provisions  of  the  Seamen's  Act,  191 5,  as  amended 
by  the  Merchant  Marine  Act,  1920,  impose  additional  burdens 
on  American  ships.  The  compulsory  advance  of  half  wages 
to  seamen  in  foreign  ports  seriously  affects  discipline  and  the 
working  of  ships  and  involves  expensive  delays.  Protests  from 
40  consular  representatives,  in  foreign  ports,  against  the 
continuance  of  such  large  advances  of  wages  abroad,  have 
been  received  by  the  State  Department  and  laid  before  Con- 
gress, They  say  that  these  advances  have  led  to  dissipation, 
the  spread  of  disease,  law  breaking,  and  in  some  instances  to 
crime ;  while  ship-owners  constantly  receive  reports  of  delays  of 
ships  in  order  to  obtain  the  return  of  the  men  on  board.  These 
provisions,  which  do  not  touch  the  chief  purposes  of  the  en- 
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actment  of  the  law,  are  not  in  the  best  interests  of  the  seamen 
themselves,  and  the  Navigation  Laws  Revision  Committee,  ap- 
pointed by  the  Shipping  Board,  has  recommended  their  amend- 
ment. If  the  burden  of  these  laws  cannot  be  removed  by 
amendment,  the  cost  of  them  should  be  viewed  as  the  expense 
of  a  public  policy,  taken  in  the  seamen's  behalf  and  reimbursed 
to  ship-owners  by  some  form  of  public  grant. 

3.  The  third  essential  condition  of  private  operation  is  the 
removal  of  competition  by  government  ships. 

The  Government,  at  the  present  time,  is  the  largest  ship- 
owner in  the  world.  Its  operation  of  the  ships  is  not  controlled 
by  the  considerations  of  cost  and  expense  that  apply  to  private 
shipowners.  It  operates  its  ships  in  competition  with  private 
shipowners,  in  the  same  trades,  under  the  management  of  oper- 
ators who  have  no  investment  or  permanent  interest  in  the 
enterprise.  Its  losses,  which  are  reported  to  be  colossal,  are 
borne  by  the  taxpayers. 

Competition  by  private  shipowners  with  their  foreign  com- 
petitors and  with  their  own  government  cannot  long  endure. 
Complaints  of  this  competition  reached  a  congressional  in- 
vestigation committee,  which  recently  interrogated  a  repre- 
sentative of  the  Shipping  Board  on  the  subject.  The  remedy 
reported  to  have  been  suggested  by  him  was  to  sell  all  pri- 
vately owned  ships  to  the  Government.  This,  of  course,  would 
be  a  complete  reversal  of  the  policy  declared  in  the  Merchant 
Marine  Act,  1920,  for  the  sale  of  all  government  tonnage  to 
private  shipowners.  The  fact  that  such  an  answer  could  be 
given  by  a  representative  of  the  Board  indicates  at  least  that 
the  complaint  was  legitimate.  The  real  remedy  is  the  with- 
drawal of  the  Government  from  all  such  competition. 

I  have  now  mentioned  the  conditions  which,  I  believe,  ex- 
perienced shipowners  will  agree  are  indispensable  to  the  trans- 
fer of  government  tonnage  into  private  hands  and  to  the  suc- 
cessful operation  of  it  in  the  foreign  trades.  The  far  more 
difficult  and  important  problem  is,  how  can  these  conditions  be 
satisfied? 

The  first  step  in  the  transfer  of  the  tonnage  to  private  hands 
is  to  find  the  money  to  buy  the  ships.  It  must  be  realized 
that  the  situation  with  regard  to  surplus  funds  available  for 
this  purpose  is  far  different  in  this  country'  from  that  in  the 
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countries  of  our  competitors.  In  all  those  countries  numerous 
companies,  many  of  them  of  large  capital,  were  operating  be- 
fore the  war,  and  during  and  for  the  first  year  after  the  war 
they  accumulated  enormous  reserves  which  have  strength- 
ened them  for  all  purposes  of  competition.  They  are  already 
supplied  with  tonnage,  and  they  have  the  funds  with  which 
to  replace  old  ships  with  new  and  improved  vessels  more 
suitable  for  their  requirements. 

In  this  country  there  were  but  few  companies  engaged  in 
foreign  trade  before  the  war,  and  not  many  of  those  subse- 
quently organized  have  accumulated  important  reserves  of 
capital.  The  money  to  buy  the  government  tonnage,  there- 
fore, is  not  in  the  treasuries  of  existing  companies.  It  must 
come  from  the  accumulated  savings  of  investors,  and  be  ob- 
tained by  the  sale  of  shipping  securities. 

The  natural  development  of  investment  in  the  new  industry 
would  be  through  the  expansion  of  the  older,  more  experienced, 
and  better  established  companies,  with  whose  securities  in- 
vestors are  already  familiar.  The  establishment  of  new  com- 
panies would  naturally  follow  but  would  be  of  slower  growth. 

Capital,  however,  is  proverbially  timid  in  embarking  upon 
new  enterprises.  It  will  only  invest  upon  assurances  by  those 
experienced  in  the  industry  of  the  probability  of  successful 
operation,  and  the  terms  upon  which  it  will  invest  will  have  a 
very  distinct  relation  to  the  obstacles  which  must  be  over- 
come in  order  that  profit  from  the  business  may  be  assured. 

The  obstacles  to  profitable  operation  which  stand  out  boldly 
in  the  terms  and  conditions  heretofore  offered  by  the  govern- 
ment as  the  basis  of  sale  of  the  tonnage  to  private  companies 
are :  Excessive  capital  costs  as  compared  with  those  of  our 
competitors;  the  unfavorable  differences  in  operating  costs; 
governmental  competition ;  and  the  burdens  arising,  or  that 
may  arise,  from  legislation.  Among  the  burdens  from  legis- 
lation are  compliance  with  the  regulations  made  and  to  be 
made  under  powers  granted  to  the  shipping  Board;  the  prob- 
ability of  trade  wars  arising  from  the  application  of  preferential 
railroad  rates  on  goods  carried  or  to  be  carried  in  American 
bottoms,  and  from  the  levy  of  discriminating  duties  on  cargoes 
carried  in  foreign  vessels,  and  the  allowance  of  discount  from 
duties  on  goods  carried  in  American  bottoms. 
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The  handicap  of  excessive  captal  charges  can  be  overcome 
in  the  adjustment  of  the  price  at  which  the  ships  are  sold,  and, 
as  a  practical  matter,  in  no  other  way.  Without  a  most  drastic 
cut  in  the  prices  that  have  heretofore  been  asked  by  the  Ship- 
ping Board,  the  fleet  cannot  be  sold  to  private  companies,  be- 
cause investors  will  not  furnish  the  money  to  buy  them.  If 
the  country  really  wants  to  establish  a  privately  owned  mer- 
chant marine  it  must  understand  and  accept  this  essential 
condition.  I  do  not  think  the  country  would  object  to  this, 
because,  as  has  been  well  said :  "  Everyone  realized  at  the  time 
[of  building]  tliat  the  ships  were  costing  far  more  than  they 
would  be  worth  in  ordinar>-  times  for  the  purpose  of  commerce, 
foreign  or  domestic,  and  that  the  excess  cost  was  as  much  the 
people's  sacrifice  to  win  the  war  as  were  expenditures  for  ex- 
plosives, projectiles,  airplanes  and  artiller>'.  As  an  economic 
fact,  though  not  visible  to  the  eye,  that  excess  cost  and  the 
value  it  represented  have  disappeared  as  completely  as  the 
money  spent  on  exploding  shells  along  the  battle  front  over 
two  years  ago.  A  plain,  possibly  a  statutory  recognition  of 
this  fact  is  necessary  not  only  to  the  operation  of  a  merchant 
marine  on  mercantile  principles,  but,  what  is  of  much  more 
general  but  of  less  intense  local  interest  all  through  the  coun- 
try, it  is  necessary  to  the  development  and  even  the  maintenance 
of  our  foreign  trade." 

The  valuation  that  must  ultimately  be  placed  on  the  tonnage 
will  bear  no  near  relation  to  its  original  cost  nor  to  the  present 
cost  of  building,  since  the  world  is  oversupplied  with  tonnage, 
and  there  will  be  no  demand  for  the  building  of  this  class  of 
tonnage  until  the  present  supply  is  absorbed  and  assimilated. 
It  will  be  the  market  value  as  measured  by  the  demand  for  it, 
and  by  nothing  else.  That  market  value  is  likely  to  be  low. 
It  will  have  to  be  so  low  that  the  capital  charges  based  upon 
it  will  be  reduced  to  the  standard  of  the  capital  charges  of 
our  competitors.  It  may  have  to  be  so  low  that  the  cost  of 
other  handicaps  incident  to  operation  under  the  American 
flag  may  be  taken  care  of  in  lower  capital  charges  than  those 
of  our  competitors.  This  is  a  condition  which  the  authorities 
in  Washington  are  slow  to  realize  or  unwilling  to  face,  but  it 
must  be  realized  and  must  be  faced  if  private  capital  is  to  be 
induced  to  invest  on  a  large  scale  in  shipping  for  the  foreign 
trade. 
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The  difference  in  the  costs  of  operation  could  be  taken  care 
of  by  such  reduction  in  the  price  of  tonnage  that  the  saving 
in  capital  charges  would  equal  the  excess  in  operating  costs,  or 
the  difference  can  be  equalized  by  some  form  of  grant  from 
the  Treasury. 

The  fear  of  competition  by  the  government  could  be  removed 
by  a  requirement  for  the  sale  of  the  tonnage  within  a  short 
period  of  time,  or  by  the  compulsory  withdrawal  of  competition 
by  the  government  in  the  trades  where  ships  owned  by 
private  companies  are  affording  reasonably  adequate  service. 
The  latter  alternative  could  be  easily  provided  for  by  the  allo- 
cation or  chartering  to  purchasers,  for  operation,  of  any  sup- 
plemental tonnage  that  may  be  needed  in  such  trades. 

The  extensive  grant  of  powers  of  regulation  to  the  Shipping 
Board  will  be  a  serious  deterrent  to  investment.  No  abuses 
existed  which  really  required  the  grant  of  such  comprehensive 
powers.  That  the  powers  have  not  been  fully  exercised  as  yet 
is  unimportant.  Permanent  boards  in  the  long  run  exercise 
the  powers  that  they  have  and  usually  reach  out  for  more,  A 
regulated  merchant  marine  is  handicapped,  to  the  extent  of 
the  regulation  in  competition  with  foreign  shipowners  who  are 
not  subject  to  regulation.  Capital  will  realize  this  fact,  and 
will  be  correspondingly  slow  to  invest  in  the  industry. 

The  danger  of  injury  to  the  merchant  marine  through  the 
application  of  discriminating  rates  and  duties,  as  contemplated 
by  the  Merchant  Marine  Act,  1920,  is  a  matter  of  grave  con- 
cern to  owners  and  investors. 

This  statute  calls  for  the  denunciation  of  treaties  now  in 
force  with  all  the  principal  commercial  countries  that  mutually 
provide  against  the  levying  of  discriminating  duties  on  ships 
or  commerce.  The  Underwood  Tariff  Law  of  191 3  contains 
provisions  for  the  levying  of  discriminating  duties  except  in 
cases  where  they  may  be  forbidden  by  treaty.  The  termina- 
tion of  the  treaties  would  therefore  automatically  put  these 
discriminating  duties  into  effect. 

The  levy  of  discriminating  duties  and  rates  is  a  measure 
peculiarly  susceptible  to  reprisal.  If  such  a  policy  should  be 
adhered  to  by  this  country  it  would  unquestionably  be  met  by 
our  competitors  in  the  same  manner  that  we  met  the  attempt  of 
France  to  levy  discriminating- duties  after  the  Franco- Prussian 
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War.  That  was  the  first  and  only  attempt  to  build  up  a  mer- 
chant marine  by  the  use  of  discriminating  duties  since  1815. 
President  Grant,  under  the  power  conferred  by  the  Revised 
Statutes,  placed  retaliatory  duties  upon  French  shipping. 
After  a  short  and  active  fight  the  discriminatory  duties  were 
abolished  by  France,  and  the  President,  in  1869,  by  a  further 
proclamation,  abolished  the  discriminatory  duties  levied  by  us 
against  French  commerce. 

The  question  of  the  employment  of  discriminating  duties 
as  an  aid  to  the  American  merchant  marine  was  ver>'  fully 
considered  by  a  commission  consisting  of  five  senators  (Gal- 
linger,  Lodge,  Penrose,  Martin  and  Mallory)  and  five  mem- 
bers of  the  House  of  Representatives  (Grosvenor,  Minor, 
Humphrey,  Spight  and  McDermott)  in  1904.  An  exhaustive 
series  of  hearings,  lasting  about  eight  months,  was  conducted 
by  this  commission.  It  held  meetings  in  all  sections  of  the 
countr)'  and  took  testimony  to  the  extent  of  2,000  pages  from 
all  classes  of  people  interested  in  foreign  commerce. 

The  Commission  decided  against  the  policy  of  discrimina- 
ting duties  by  a  majority  of  7  to  3.  A  report  entitled,  "  Why 
a  Majorit>'  of  the  Merchant  Marine  Commission  Did  Not 
Recommend  Discriminating  Duties "  embodying  conclusive 
reasons  against  it,  was  presented  to  the  Senate  by  Senator 
Gallinger  on  Februar>^  21,  1905  (Senate  Document  169,  58th 
Congress,  3rd  Session).  All  the  members  of  the  Commission 
concurred  in  the  report  except  Senators  Martin  and  Mallory 
and  Representative  Spight. 

Among  the  grounds  stated  for  declining  to  adopt  this  policy 
were  :  ( i )  that  from  60  to  70  per  cent  of  the  bulk  or  tonnage  of 
our  imports  was  on  the  free  list,  so  that  only  approximately 
one  ship  in  three  could  gain  advantage  from  discriminating 
duties;  and  (2)  that  as  the  balance  of  our  trade  is  in  exports, 
our  competitors,  under  principles  of  reprisal,  could  lay  dis- 
criminating duties  on  a  greater  quantity  of  exports  than  we 
could  place  on  imports  even  if  all  the  articles  on  the  free  list 
should  be  made  subject  to  the  discriminating  duties.  Both 
these  reasons  apply  with  greater  force  at  the  present  time. 
We  have  now  a  larger  bulk  or  tonnage  of  imported  products 
<in  the  free  list,  and  the  balance  of  our  exports  over  imports 
is  far  greater  than  in  1904.     The  prospect  of  having  our  com- 
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petitors  levy  discriminating  duties  upon  our  exports,  valued  at 
more  than  $2,000,000,000  in  excess  of  our  imports,  while  we 
fight  them  with  discriminating  duties  on  goods  of  that  much 
lower  value,  seems  a  dubious  encouragement  to  an  American 
merchant  marine. 

It  is,  of  course,  for  the  Legislature  to  decide  upon  all  ques- 
tions of  national  policy.  It  is  a  fact,  however,  that  the  ship- 
owning  industry  did  not  ask  Congress  for  these  provisions  of 
the  statute  and  were  not  heard  upon  them.  In  1904  the  pro- 
test of  shippers  alone  was  sufficient  to  turn  the  scale  against 
the  policy  of  discriminating  duties. 

Before  concluding  definitely  to  adhere  to  that  policy  it  would 
seem  that  Congress  should  at  least  make  a  further  and  more 
careful  study  of  the  subject,  and  seek  the  advice  of  all  classes 
of  the  community  that  would  be  afTected  by  its  adoption. 

I  mention  the  matter  now  not  for  argument,  though  person- 
ally I  believe  the  policy  would  be  ruinous,  but  because,  whether 
it  be  a  wise  or  unwise  policy,  it  would  inevitably  lead  to 
serious  and  protracted  trade  wars,  and  I  am  sure  that  capital 
would  not  embark  largely  in  an  industry  which  is  to  start  out 
with  trade  wars  on  its  hands.  The  setting  aside  of  the  pro- 
visions for  reciprocal  equality  in  the  treatment  of  ships  and 
commerce,  now  contained  in  more  than  30  treaties  with  the 
principal  commercial  nations  of  the  world,  would  create  a 
condition  of  demoralization  in  commerce  that  intending  in- 
vestors in  the  merchant  marine  would  view  with  the  greatest 
alarm. 
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COMMENTS  ON  THE  MERCHANT  MARINE 
ACT  OF  1920 

FREDERIC  R>  COUDERT 
of  the  New  York  Bar 

IT  was  rather  a  condition  than  a  theory  which  confronted  the 
United  States  at  the  termination  of  the  world  war.  With 
4  billions  of  dollars  spent  in  the  creation  of  millions 
of  tonnage,  and  vast  shipbuilding  plants  created  upon  a  scale 
and  with  a  rapidity  hitherto  unprecedented,  the  government 
was  forced  to  seek  a  solution  which  would  conserve  for  national 
interests  as  much  as  possible  of  this  shipping  with  a  minimum 
of  loss. 

No  American,  it  seems  to  me,  could  object  to  the  legislation 
contained  in  the  Merchant  Marine  Act,  which  popularly  bears 
the  name  of  Senator  Jones,  merely  as  an  attempt  to  meet  this 
most  difficult  problem.  We  should  all  be  happy  and  proud  to 
find  the  United  States  in  possession  of  a  merchant  marine 
compatible  with  our  commercial  powers  and  political  impor- 
tance. The  differences  of  opinion  which  may  arise  can  scarce 
concern  the  objects  for  which  Senator  Jones  has  so  earnestly 
striven,  but  must  confine  themselves  to  a  discussion  of  the  ex- 
pediency of  the  means  adopted  to  afford  American  enterprise 
an  opportunity  to  enter  upon  competition  with  foreign  nations 
upon  some  basis  of  approximate  equality.  Elaborate  pro- 
visions of  this  most  important  enactment  can  scarce  be  discus- 
sed here  in  detail.  The  powers  given  to  the  Shipping  Board, 
the  regulations  as  to  coasting  vessels,  as  to  classification,  in- 
surances and  mortgages,  are  highly  technical  matters  which 
must  be  left  to  the  mercy  of  experts,  many  of  whom,  I  presume, 
were  consulted  by  the  framers  of  the  bill  before  it  was  em- 
bodied in  final  form. 

There  appears  to  be  no  legitimate  criticism  of  the  prohibi- 
tions against  unfair  competitive  practice,  whether  engaged  in 
by  American  or  foreign  companies,  and  the  law  seems  to  be  in 
conformity  with  settled  industrial  polic\'  for  the  prevention  of 
unfair,  disloyal,  or  fraudulent  competition. 
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That  the  mails  should  be  carried  on  American  ships  wher- 
ever practical,  surely  seems  a  sound  provision,  and  the  attempt 
to  encourage  an  American  bureau  of  shipping,  as  a  necessary 
adjunct  to  a  powerful  merchant  marine,  would  surely  seem  tlie 
part  of  wisdom. 

There  are,  however,  two  and  but  two  features  of  this  most 
important  legislative  act  that  I  shall  briefly  comment  upon 
now.  They  are  the  features  stressed  by  Senator  Jones  in  his 
very  able  report  to  the  Senate  of  May  4,  1920.  They  are  im- 
portant as  enunciating  new  national  policy,  designed  so  to 
favor  American  shipping  interests  as  to  give  them  sufficient 
advantages  to  neutralize  the  advantages  now  possessed  by  cer- 
tain foreign  nations.  They  indicate  a  departure  from  settled 
policy  and  usage,  and  are  believed  by  many,  "  for  weal  or  for 
woe  ",  to  inaugurate  an  era  of  trade  competition  of  an  ever- 
growing intensity. 

The  two  provisions  referred  to  are,  first,  section  28,  providing 
as  follows : 

That  no  common  carrier  shall  charge,  collect,  or  receive,  for  transporta- 
tion subject  to  the  Interstate  Commerce  Act  of  persons  or  property,  under 
any  joint  rate,  fare,  or  charge,  or  under  any  export,  import,  or  other  pro- 
portional rate,  fare,  or  charge,  which  is  based  in  whole  or  in  part  on  the 
fact  that  the  persons  or  property  affected  thereby  is  to  be  transported  to, 
or  have  been  transported  from,  any  port  in  a  possession  or  dependency  of 
the  United  States,  or  in  a  foreign  country,  by  a  carrier  by  water  in  foreign 
commerce,  any  lower  rate,  fare  or  charge  than  that  charged,  collected,  or 
received  by  it  for  the  transportation  of  persons,  or  of  a  like  kind  of  property, 
for  the  same  distance,  in  the  same  direction,  and  over  the  same  route,  in  con- 
nection with  commerce  wholly  within  the  United  States,  unless  the  vessel 
80  transporting  such  persons  or  property  is,  or  unless  it  was  at  the  time  of 
such  transportation  by  water,  documented  under  the  laws  of  the  United 
States.  Whenever  the  board  is  of  the  opinion,  however,  that  adequate  ship- 
ping facilities  to  or  from  any  port  in  a  possession  or  dependency  of  the 
United  States  or  a  foreign  country  are  not  afforded  by  vessels  so  documented, 
it  shall  certify  this  fact  to  the  Interstate  Commerce  Commission,  and  the 
commission  may,  by  order,  suspend  the  operation  of  the  provisions  of  this 
section  with  respect  to  the  rates,  fares,  and  charges  for  the  transportation  by 
rail  of  persons  and  property  transported  from,  or  to  be  transported  to, 
such  ports,  for  such  length  of  time  and  under  such  terms  and  conditions 
as  it  may  prescribe  in  such  order,  or  in  any  order  supplemental  thereto. 
Such  suspension  of  operation  of  the  provisions  of  this  section  may  be 
terminated  by  order  of  the  commission  whenever  the  board  is  of  the 
opinion  that  adequate  shipping  facilities  by  such  vessel  to  such  ports  are 
afforded  and  shall  so  certify  to  the  commission, 
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This  section  prevents  a  continuance  of  the  practise  now  en- 
gaged in  by  common  carriers  favoring,  through  preferential 
rates,  foreign  commerce — whether  carried  in  American  or 
foreign  ships.  In  the  language  of  Senator  Jones  this  section 
provides  that  "  This  preference  or  lower  rate  can  be  given  on 
railroads  only,  except  under  certain  conditions,  when  the  goods 
are  exported  or  imported  in  American  ships.  This  is  a  practise 
followed  by  other  countries  and  it  can  be  and  should  be  followed 
most  effectively  by  us." 

The  Sliipping  Board  rejjorted  that  by  such  measures  Ger- 
many before  the  war,  "  guaranteed  60  per  cent  of  its  ex- 
ports and  50  per  cent  of  its  imports  in  German  vessels  ",  and 
in  similar  fashion  "  Japan  prevented  even  American  transcon- 
tinental railroads  owning  ships  from  successfully  operating 
them  across  the  Pacific  in  competition  with  vessels  of  Japan, 
making  it  necessary'  for  such  transcontinental  roads  to  enter  into 
contracts  with  Japanese  carriers  and  give  to  vessels  of  such 
carriers  freight,  which,  if  carried  by  their  own  American  ves- 
sels, would  have  insured  their  success." 

It  will  be  observed  that  this  limitation  upon  the  railroads 
involves  no  question  of  international  law,  and  is  a  matter 
wholly  within  the  competency  of  our  domestic  legislation, 
unaffected  by  existing  treaties,  or  international  arrangements. 
As  far  as  it  may  operate  against  nations  which  have  already 
adopted  a  similar  policy,  it  may  well  be  defended  as  a  mere 
reciprocal  or  retaliatory  action  falling  within  the  domain  of 
self-defense  rather  than  aggressive  commercial  war.  As 
against  nations  already  having  discriminator^'  railroad  rates, 
this  rule  would  not  be  violative  of  the  settled  American  policy 
against  discriminative  commercial  legislation,  to  which  I  shall 
hereafter   refer. 

As  applied  generally,  however,  to  all  nations  without  dis- 
crimination between  those  who  give  American  shippers  equal 
facilities,  and  those  who  prefer  their  own  nationals,  this 
section  may  be  criticized  as  legislation  of  a  commercial  char- 
acter tending  to  discriminations  and  leading,  naturally,  to  re- 
prisals. 

Leaving  for  the  moment  the  discussion  of  the  wisdom  of 
such  a  polic>',  I  turn  to  a  more  important  section  of  the  act 
which  has  already  given  rise  to  acrimonious  political  discus- 
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sion,  and  which  involves  matters,  not  only  of  national  policy, 
but  also  important  questions  of  constitutional  law.  Some  of 
the  latter  apparently  have  been  injected  into  pre-election  con- 
troversies at  a  time  when  heat  and  partisan  rancor  usually 
supplant  the  calm  consideration  which  questions  of  this  intri- 
cate and  difficult  nature  fundamentally  require. 

In  speaking  of  the  policy  involved  in  the  abrogation  of  the 
existing  commercial  policy,  I  speak  as  a  citizen  interested  in  the 
upbuilding  of  a  powerful  prosperous  merchant  marine  designed 
to  further  American  commercial  development  on  all  the  oceans, 
and  to  insure  the  subsidiary  but  necesary  means  of  defense  in 
the  event  of  war.  The  sole  light  in  which  this  most  import- 
ant feature  of  the  Jones  Act  is  to  be  considered  is  as  to  whether, 
first,  it  will  in  reality  tend  to  this  desirable  end,  and,  second, 
whether  even  if  for  the  moment  it  should  result  in  added 
advantage  to  the  American  Merchant  Marine  such  advantage 
may  not  be  purchased  at  too  great  a  cost  to  the  national  in- 
terest. As  to  the  constitutional  questions  involved,  which  are 
of  a  subsidiary  nature,  I  must  speak  merely  as  a  student  of 
constitutional  law,  and  without  concern  regarding  the  policy 
which  the  act  indicates. 

The  act  contains  the  following  very  far-reaching  clause : 

That  in  the  judgment  of  Congress,  articles  or  provisions  in  treaties  or 
conventions  to  which  the  United  States  is  a  party,  which  restrict  the  right 
of  the  United  States  to  impose  discriminating  customs  duties  on  imports 
entering  the  United  States  in  foreign  vessels  and  in  vessels  of  the  United 
States,  and  which  also  restrict  the  right  of  the  United  States  to  impose 
discriminatory  tonnage  dues  «n  foreign  vessels  and  on  vessels  of  the  United 
States  entering  the  United  States  should  be  terminated,  and  the  President  is 
hereby  authorized  and  directed  within  ninety  days  after  this  Act  becomes 
law  to  give  notice  to  the  several  Governments,  respectively,  parties  to  such 
treaties  or  conventions,  that  so  much  thereof  as  imposes  any  such  restriction 
on  the  United  States  will  t«rminate  on  the  expiration  of  such  periods  as 
may  be  required  for  the  giving  of  such  notice  by  the  provisions  of  such 
treaties  or  convention.s. 

The  abrogation  of  the  treaties  referred  to  would  have  the 
effect  of  putting  into  operation  the  Customs  Law  of  191 3  (  §  4 
par.  J.  subsec.  7.  Vol.  38  p.  196)  : 

That  a  discount  of  5  per  centum  on  all  duties  imposed  by  this  act  shall 
be  allowed  on  such  goods,  wares,  and  merchandise  as  shall  be  imported 
in  vessels  admitted  to  registration  under  the  laws  of  the  United  States: 
Provided,    That    nothing   in   this .  subsection   shall    be   so    construed   as   to 
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abrogate  or  in  any  manner  impair  or  affect  the  provisions  of  any  treaty 
eoncluded  between  the  United  States  and  any  foreign  nation. 

This  clause  was  considered  by  the  Supreme  Court  of  the 
United  States  in  the  so-called  "  Five  Per  cent  Discount  Cases  ", 
reported  in  Vol.  243,  U.  S.  Rep.,  p.  97  (Oct.  Term,  1916).  In 
this  case  the  government  contended  (p.  106)  — 

That  while  the  subsection  may  indicate  a  reversal  of  the  policy  of 
reciprocity  that  has  prevailed  more  or  le«8  for  the  better  part  of  a 
century,  Rev.  Stats.,  §4228,  it  relies  upon  future  negotiations  to  make  the 
change  effective  and  suspends  action  while  the  present  treaties  remain  in 
force,  since  it  could  not  give  the  discount  to  merchandise  in  American  bot- 
toms alone  without  breaking  the  numerous  treaties  to  which  we  have  re- 
ferred. 

This  argument  of  the  government  thus  summarized  by  the 
court,  was  adopted,  and  made  the  basis  of  the  decision  of  the 
court. 

The  object,  therefore,  of  the  clause  in  question  is,  by  for- 
cing a  prompt  termination  of  these  treaties,  to  make  ef- 
fective the  5  per  cent  discriminatory  duty  in  favor  of  goods 
carried  in  American  bottoms,  and  thus  inaugurate  a  new  policy 
of  commercal  discrimination  against  foreign  vessels  regardless 
of  the  doctrine  of  reciprocity  heretofore  pursued  by  the  Amer- 
ican government. 

During  the  early  part  of  the  eighteenth  century  the  United 
States  was  the  champion  of  commercial  freedom,  and  the 
enemy  of  discriminatory  privilege  and  taxation.  The  Govern- 
ment of  the  United  States  early  adopted,  as  a  fundamental 
policy,  the  doctrines  of  reciprocity',  and  first  set  them  forth  in 
the  preamble  to  the  Treaty  of  Commerce  with  France  of  1778 
(Moore's  Principles  of  American  Diplomacy,  p.  107),  in  which 
it  was  declared : 

that  the  contracting  parties  wishing  to  fix  in  an  equitable  and  permanent 
manner  the  rules  that  should  govern  their  commerce,  had  judged  that  this 
end  could  not  be  better  obtained  than  by  taking  for  the  basis  of  their  agree- 
ment the  most  perfect  equality  and  reciprocity,  and  by  carefully  avoiding 
all  those  burthensome  preferences  which  are  usually  sources  of  debate,  em- 
barrassment and  discontent;  by  leaving  also  each  party  at  liberty  to  make, 
respecting  commerce  and  navigation,  those  interior  regulations  which  it 
shall  find  most  convenient  to  itself;  and  by  founding  the  advantage  of  com- 
merce solely  upon  reciprocal  utility  and  the  just  rules  of  free  intercourse; 
reserving  withal  to  each  party  the  liberty  of  admitting,  at  its  pleasure, 
other  nations  to  a  participation  of  the  same  ad\-antagcs. 
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John  Quincy  Adams  declared  that  this  policy  "  was  to  the 
foundation  of  our  commercial  intercourse  with  the  rest  of  man- 
kind, what  the  Declaration  of  Independence  was  to  that  of  our 
internal  Government  ",  and,  "  that  the  preamble  to  the  treaty 
with  France  laid  the  cornerstone  to  our  subsequent  transaction 
of  intercourse  with  foreign  nations."  (Moore's  Principles  of 
American  Diplomacy,  p.  108.) 

After  years  of  controversy,  the  same  doctrine  was  embodied 
in  Article  2  of  the  Convention  of  Commerce  and  Navigation  of 
181 5  with  Great  Britain,  providing  for  reciprocal  equality  of 
duties : 

The  same  duties  shall  be  paid  on  the  importation  into  the  United  States 
of  any  articles  the  growth,  produce  or  manufacture  of  His  Britannick 
Majesty's  territories  in  Europe,  whether  such  importation  shall  be  in  vessels 
of  the  United  States  or  in  British  vessels,  and  the  same  duties  shall  be  paid 
on  the  importation  into  the  ports  of  any  of  His  Britannick  Majesty's  terri- 
tories in  Europe,  of  any  article  the  growth,  produce  or  manufacture  of  the 
United  States,  whether  such  importation  shall  be  in  British  vessels  or  in 
Teasels  of  the  United  States.  (Malloy's  Treaties  Conventions,  Interna- 
tional Acts,  etc.,  Vol.  1,  p.  625.) 

The  final  resultant  of  the  long  struggle  for  the  establishment 
of  this  principle  resulted  in  the  Act  of  May  24,  1828,  which  is 
still  in  force  and  which  constitutes  "  a  standing  offer  for  the 
reciprocal  abolition  of  all  discriminating  duties  without  regard 
to  the  origin  of  the  cargo,  or  the  port  from  which  the  vessel 
came."  By  numerous  proclamations  and  treaties,  this  doc- 
trine has  been  extended  to  cover  practically  the  whole  field  of 
American  commerce.  The  law  is  set  forth  as  follows  in  Sec. 
4228,  Fed.  State.  Ann.,  Vol.  3,  p.  76)  : 

SUSPENSION  BY  THE  PRESIDENT. 

Upon  satisfactory  proof  being  given  to  the  President,  by  the  government 
of  any  foreign  nation,  that  no  discriminating  duties  of  tonnage  or  imposts 
are  imposed  or  levied  in  the  ports  of  such  nations  upon  vessels  wholly 
belonging  to  citizens  of  the  United  States,  or  upon  the  produce,  manufactures, 
or  merchandise  imj>orted  in  the  same  from  the  United  States  or  from  any 
foreign  country,  the  President  may  issue  his  proclamation,  declaring  that 
the  foreign  discriminating  duties  of  tonnage  and  impost  within  the  United 
States  are  suspended  and  discontinued,  so  far  as  respects  the  vessels  of  such 
foreign  nation,  and  the  produce,  manufactures,  or  merchandise  imported 
into  the  United  States  from  such  foreign  nation,  or  from  any  other  foreign 
country;  the  suspension  to  take  effect  from  the  time  of  such  notification 
being  given  to  the  President,  and  to  continue  so  long  as  the  reciprocal  exemp- 
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tion  of  vessels,  l>elonging  to  citizens  of  the  United  States,  and  their  cargoes, 
shall  be  continued,  and  no  longer.  Provided,  That  the  President  id  author- 
ized to  svispend  in  part  the  oj>eration  of  soL-tions  forty-two  hundred  and 
nineteen  and  twenty-five  hundred  and  two  »o  that  foreign  vessels  from  a 
country  imposing  partial  discriminating  tonnage  duties  upon  American 
vessels,  or  piirtiaJ  discriminating  import  duties  upon  American  merchandise, 
may  enjoy  in  our  ports  the  identical  privileges  which  the  same  claas  of 
American  vessels  and  merchandise  may  enjoy  in  said  foreign  country. 

This  policy  .so  set  forth  expresses  the  settled  conviction  of  the 
then  leaders  of  American  opinion  that  no  profit  was  to  be 
gained,  or  prosperity  obtained,  by  a  continued  pursuit  of  the 
eighteenth  centurv'  policy  of  commercial  monopoly  and  trade- 
war.  It  was  a  reaction  against  that  selfish,  excessive,  pro- 
tective policy,  based  upon  the  false  belief  that  the  prosperity 
of  one  nation  detracted  from  the  wealth  of  the  other.  Ex- 
perience had  shown  that  such  policy  was  too  apt  to  lead  to  com- 
mercial disaster  and  to  continued  warfare.  It  was  definitely 
and  finally  abandoned  by  Great  Britain  in  the  middle  »f  the 
century.  If  it  was  revived  at  a  later  time  by  German  imperial- 
ism, with  apparent  success,  as  pointed  out  by  Senator  Jones, 
I  cannot  feel  that  its  wisdom  or  expediency  was  thereby  de- 
monstrated, or  that  the  German  people  are  now  convinced  that 
such  a  policy  led  to  fruitful  result. 

It  may  be  too  early  to  pronounce  thereon  the  verdict  of  his- 
tory, but  I  hesitate  to  believe  that  the  inauguration  of  a  policy 
of  commercial  restriction  can  be  successfully  defended  by  in- 
troducing German  pre-war  prosperity'  as  a  precedent.  It  may 
not  be  inappropriate  to  say  "  adspicc  finetn  ",  and  to  quer>' 
whether,  among  the  essential  cau.ses  of  Germany's  downfall, 
may  not  have  been  included  a  governmental  policy  of  com- 
mercial favoritism  and  artificial  stimulus,  which  ended  in 
isolating  Germany  so  completely  from  tlie  intercourse  of  more 
civilized  mankind. 

It  is  also  perhaps  too  early  to  speculate  upon  the  benefits 
which  Japan  will  derive  from  the  polic}-  of  exclusive  com- 
mercialism, but  that  such  a  policy  will  naturally  excite  suspicion, 
antagonism  and  commercial  retaliation  would  seem  clearly  in- 
dicated. 

I  am  fully  sensible  of  the  fact  that  changed  conditions  may 
well  dictate  a  changed  policy,  and  that  what  was  wisdom  for 
the  fathers,  might  be  folly  for  their  descendants.     The  map  of 
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the  United  States  of  181 5  would  not  serve  as  a  guide  today, 
and  national  policy  may  well,  within  certain  limitations  of 
primary  justice,  vary  from  generation  to  generation. 

Like  causes  would,  however,  logically  and  inevitably  appear 
to  entail  like  results,  and  if  America  is  to  abandon  the  policy  of 
reciprocity,  now  more  than  a  century  old,  it  must  sternly  face 
the  fact  that  it  is  embarking  upon  a  commercial  war,  and  setting 
free  those  economic  factors,  which,  with  fatalistic  precision, 
have  so  often  led  to  ruinous  governmental  competiton  followed 
by  actual  warfare. 

Whether  in  the  future  a  policy  of  this  kind  could  be  so 
adopted  as  to  avoid  these  consequences,  it  is  impossible  to  say, 
but  that  discriminatory  duties  will  be  met  by  retaliatory  action 
is  a  human  certainty,  and  that  such  retaliation  must  provoke 
future  discrimination  until  ruinous  intergovernmental  com- 
petitive commercialism  has  brought  forth  its  full  fruits,  does 
not  seem  unlikely. 

Are  the  proponents  of  this  bill  satisfied  that  the  two  dis- 
criminative features  referred  to  will  sufficiently  equalize  com- 
petitive conditions  to  enable  the  American  Merchant  Marine 
successfully  to  compete  with  the  foreigner?  If  not,  surely 
these  clauses  are  hazardous  departures  from  reasoned  policy. 

I  make  no  pretense  to  expertness  in  economic  history,  but  I 
seriously  question  Senator  Jones's  inference,  "  that  a  discrimina- 
tory policy  was  largely  causative  in  the  creation  an-d  mainten- 
ance of  the  American  Merchant  Marine  during  the  first  half 
of  the  eighteenth  century  ".  The  differences  in  conditions  of 
labor,  in  the  transition  from  wood  to  steel,  and  in  the  policy 
of  protective  tariffs  would  seem,  perhaps,  to  account  more 
adequately  for  the  downfall  of  that  merchant  marine  than  ,the 
adoption,  in  the  early  part  of  the  century,  of  a  policy  of  recipro- 
city based  upon  justice,  expediency,  and  the  teachings  of  his- 
tory. Growing  attention  to  developing  domestic  resources  and 
commerce  were  surely  the  main  reasons  for  the  decline  of 
merchant  shipping. 

Is  there  not  then  some  effective  and  practicable  method 
which  might  be  inaugurated  to  maintain,  in  private  hands, 
the  great  American  Merchant  Marine  now  existing  as  a  re- 
sultant of  war  activities? 

Senator  Jones,  with  wisdom  and  prudence,  as  I  believe,  con- 
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deinns  direct  government  ownership,  or  the  giving  of  subsidies. 
The  latter  method,  save  in  exceptional  situations,  seems  to  be 
discredited  by  experience,  and  I  understand  is  now  condemned 
by  the  best  opinion  in  France,  where  the  system  has  had  full 
trial. 

From  the  standpoint  of  practical  politics,  it  is  more  than 
doubtful  whether  the  American  public  would  burden  itself 
by  direct  taxation  for  the  maintenance  of  this  merchant  marine 
as  a  heavily  losing  investment.  "  Government  ownership  ",  as 
Senator  Jones  well  says,  "  is  even  less  to  be  thought  of  than 
government  ownership  and  operation  of  railroads."  In  ad- 
dition to  the  other  sufficient  objections,  that  may  be  urged 
against  it,  the  chance  of  conflict  with  foreign  nations  is  im- 
measurably increased  where  the  vessel  is  directly  owned  by  the 
nation,  and  any  actual,  or  supposed,  injury  or  discrimination 
is  thereby  immediately  resented  as  one  against  the  American 
people  rather  than  against  the  individual  owner,  the  justice  of 
whose  complaint  may  be  calmly  considered  by  the  American 
government  upon  its  intrinsic  merits. 

There  is,  however,  I  believe,  a  very  practical  plan  that  might 
be  pursued  by  a  sacrifice  on  the  part  of  the  government,  which 
would  place  Shipping  Board  vessels  in  a  position  where  com- 
petition would  become  possible. 

At  the  present  time  a  Shipping  Board  vessel  must  earn  $13.50 
a  ton  in  order  to  pay  a  reasonable  return  upon  the  investment. 
British  vessels  quote  tonnage  rates  at  $7.25  to  $8.00  a  ton,  and 
Swedish  vessels  quote  tonnage  rates  at  $2.75  to  $3.00.  It  is  ap- 
parent that  competition  is  thus  impossible,  and  that  even  a  5 
per  cent  discriminatory  duty  on  railroad  preferential  rates  to 
American  bottoms  would  not  create  equality  of  conditions,  even 
in  the  absence  of  inevitable  retaliation. 

This  sum  of  $13.50  a  ton  is  made  up  as  follows: 

( 1 )  Cost  of  tonnage  ( 165-200  per  d.  w.  ton). 

(2)  Interest  on  cost. 

(3)  High  premium  interest  based  on  high  cost- value. 

(4)  Annual  depreciation  of  7  per  cent. 

(5)  Sinking  fund  for  repairs. 

(6)  Operating  costs. 

If  the  Board,  squarely  facing  the  situation,  would  recognize 
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the  engrmous  shrinkage  in  tonnage  values,  and  write  off  from 
the  4  billion  dollars,  cost  of  the  American  Merchant  Marine, 
2  billion  dollars  of  actual  loss,  it  would  then  be  possible  to  make 
a  tonnage  price  which,  I  am  informed  by  experts,  would  allow 
the  making  of  American  rates  very  much  more  nearly  approxi- 
mating the  foreign  rates. 

This  result  reached,  the  Shipping  Board,  in  pursuance  of  a 
policy  of  reciprocity,  should  endeavor  to  encourage  the  making 
of  rate  agreements  among  the  leading  maritime  nations,  which, 
while  enabling  America  to  obtain  a  due  proportion  of  trade, 
would  reach  this  result  without  forcing  a  rate-war,  ruinous  com- 
petition, the  reversal  of  a  century  of  settled  policy,  and  the  crea- 
tion of  world-wide  antagonism. 

Facts  should  be  substituted  for  fiction ;  courage,  for  political 
expediency;  business,  for  politics,  and  the  Shipping  Board, 
dealing  with  actualities  and  abandoning  pretense,  should  write 
off  2  billion  of  dollars  of  book  value,  and  thus  base  its  policy 
upon  fact,  truth,  and  expediency. 

Regarding  the  constitutional  question  involved  in  Section  27, 
the  legal  situation,  when  denuded  of  all  extraneous  considera- 
tions, becomes  a  question  of  the  exercise  of  power  between  the 
executive  and  the  legislative  branches  of  the  government,  and 
seems  to  me  to  involve  the  following  situation : 

The  Chief  Executive  has  refused  to  follow  the  directions  of 
Congress  directing  him  to  terminate  so  much  of  such  treaties — 

*  •  *  as  imposes  any  restriction  upon  the  right  of  the  United  States 
to  impose  discriminating  customs  duties  on  imports  entering  the  United 
states  in  foreign  vessels  and  in  vessels  of  the  United  States,  and  which  also 
restrict  the  right  of  the  United  States  to  impose  discriminatory  tonnage  dues 
on  foreign  vessels  and  on  vessels  of  the  United  States  entering  the  United 
States     *     ♦     * 

It  seems  to  me  that  the  criticism  aroused  by  this  action  so 
widely  denounced  in  the  public  press.  Is  based  upon  misappre- 
hension in  regard  to  the  respective  functions  of  the  President 
and  Congress  in  the  making,  terminating,  and  general  proce- 
dure regarding  treaties. 

The  President  has  full  power  to  negotiate  treaties,  but  in 
order  that  such  negotiated  treaties  may  become  effective,  the 
advice  and  consent  of  the  Senate  expressed  in  a  two-third 
majority  is  made  necessary  by  the  constitution.     Congress  may 
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make  such  recommendations  on  the  subject  as  it  chooses,  but 
the  constitution  gives  it  no  legal  power  whatever  in  regard  to 
compelling  the  Executive  to  enter  upon  negotiations  for  such 
treaties.  On  the  otlier  hand,  as  frequently  happens,  legisla- 
tion is  necessar)'  to  carrv'  out  the  provisions  of  a  treaty,  and  in 
that  event  Congress  alone  must  judge  as  to  such  legislation,  and 
may  refuse  to  make  sucii  treaties  effective  by  so  legislating. 
Thus  the  actual  power  of  refusing  to  abide  by  a  treaty  is  fre- 
quently in  the  hands  of  Congress.  Congress  may  also  enact 
legislation  inconsistent  with  and  practically  nullifying  an  e.xist- 
ing  treaty,  and  such  legislation  is  controlling  upon  all  courts 
and  officers  of  the  United  States  without  regard  to  its  effect 
upon  American  international  relations,  which  are  not  a  subject 
of  municipal  law. 

Precedent  also  exists  for  the  termination  by  Act  of  Congress 
of  a  treaty  as  a  whole.  Such  action  simply  constitutes  notice  to 
the  other  party  that  the  United  States  refuses  longer  to  rec- 
ognize any  obligations  flowing  from  the  treaty  and  considers  it 
terminated. 

The  termination  of  certain  particular  provisions  of  a  treaty, 
however,  rests  upon  a  wholly  different  basis.  The  termination 
of  a  treaty  as  a  whole  is  analogous  to  the  cancellation  of  a  con- 
tract; but  the  elimination  of  specific  provisions  cannot  take 
place  without  the  consent  of  the  other  party  to  the  treaty.  The 
treaty  can  only  stand  shorn  of  the  eliminated  provisions  pro- 
vided the  other  party  is  willing  that  the  treaty  be  so  mutilated. 
If  not,  such  other  party  can  elect  either  to  consider  such  notice 
of  elimination  as  a  cancellation  of  the  whole  treat\',  in  which 
event,  the  object  of  the  statute  referred  to  would  not  have  been 
effected,  or  may  hold  the  United  States  obligated  under  all  the 
clauses  of  the  treaty  as  a  matter  of  international  law.  Con- 
gress, therefore,  in  enacting  section  34  of  the  Merchant  Marine 
Act  was,  in  fact,  directing  the  President  to  negotiate  certain 
treaty  modifications,  or,  in  other  words,  to  make  different  or  new- 
treaties.  This  nowhere  appears  in  the  constitution  as  within 
the  power  of  Congress  and  would,  therefore,  constitute  an  en- 
croachment upon  the  functions  of  the  Executive  as  defined  by 
that  instrument. 

Congress  could,  indeed,  have  imposed  discriminatory  duties 
and  tonnage  dues  in  the  act,  regardless  of  existing  treaty  pro- 
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visions,  and,  while  such  action  would  have  been  a  breach  of  the 
treaty,  redress  could  only  have  been  sought  by  arbitration  or 
diplomacy,  and  the  action  of  Congress  would  have  stood  as  law 
within  the  territorial  limits  of  the  United  States.  Congress 
might  have  adopted  the  method  followed  by  the  Seamen's  Act 
of  March  4th,  191 5,  in  directing  that  notice  of  the  passage  of 
such  act  be  given  to  all  foreign  governments  affected,  and  that 
the  provisions  thereof  should  become  effective  at  the  end  of  a 
certain  definite  period  of  time  thereafter. 

In  this  case  Congress  chose  neither  alternative,  but  merely 
sought  to  clear  the  field  for  future  action  by  directing  the 
President  to  procure  the  consent  of  the  other  parties  to  the 
elimination  of  certain  provisions  inconsistent  with  such  freedom 
of  future  action,  while  maintaining  in  force  all  the  other  treaty 
obligations  contained  in  such  treates.  The  Executive  has  thus 
merely  refused  to  attempt  to  negotiate  the  new  treaty  relations 
proposed  by  Congress,  and  in  so  doing  has,  in  my  opinion, 
violated  no  precedent  or  constitutional  provision. 

It  has  been  suggested  that  as  the  President  signed  the  bill,  he 
was  bound  to  carry  out  the  directions  of  section  34.  It  will 
be  noted,  however,  that  section  36  expressly  contemplated  the 
possible  partial  unconstitutionality  of  the  act,  while  section  34 
contains  no  aflSrmative  legislation,  but  is  merely  a  declaration 
by  Congress  concerning  the  expediency  of  complete  freedom  in 
regard  to  certain  possible  future  legislation ;  and  this  pious 
aspiration  of  Congress  is  in  no  way  necessary  to  the  carrying 
out  of  the  remainder  of  the  complicated  and  detailed  act,  which 
establishes  an  elaborate  system  for  the  regulation  of  the 
American  merchant  marine.  The  Executive  may  well  have 
deemed  it  best  that  this  system  be  put  into  operation  without 
delay,  and  that  questions  of  discriminatory  duties  and  dues 
be  left  in  abeyance  until  Congress  determine  upon  a  definite 
policy  in  this  regard.  It  is  not  unnatural  that  the  possibilities 
of  international  friction,  at  a  time  of  world-wide  unsettlement, 
should  have  dictated  the  wisdom  of  such  action. 

The  basic  question  is  not  a,  new  one.  It  was  discussed  at 
length  by  President  Hayes  in  his  message  of  March  i,  1879, 
vetoing  a  bill  directing  the  abrogation  of  Articles  V.  and  VI. 
of  the  treaty  with  China  of  July  28,  1868,  in  which  he  said: 

The  bill  before  me  does  not  enjoin  upon  the  President  the  abrogation  of 
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the  entire  Burlingame  treaty,  much  less  of  the  principal  treaty  of  which  it  is 
made  the  supplement.  Aa  the  power  of  modifying  an  existing  treaty, 
whether  by  adding  or  striking  out  provisions,  ia  a  part  of  the  treaty-making 
power  under  the  Constitution,  its  exercise  is  not  competent  for  Congress,  nor 
would  the  assent  of  China  to  this  partial  abrogation  of  the  treaty  make  the 
action  of  Congress  in  thus  procuring  an  amendment  of  a  treaty  a  competent 
exercise  of  authority  under  the  Constitution.  The  importance,  however,  of 
this  special  consideration  seems  eufxjrscded  by  the  principle  that  a  denun- 
ciation of  a  part  of  a  treaty  not  made  by  the  terms  of  the  treaty  itself 
separable  from  the  rest  is  a  denunciation  of  the  whole  treaty.  As  the  other 
high  contracting  party  has  entered  into  no  treaty  obligations  except  such 
as  include  the  part  denounced  the  denunciation  by  one  party  of  the  part 
necessarily  liberatee  the  other  party  from  the  whole  treaty.  (See  Crandall, 
Treaties,  Their  Making,  and  Enforcement,  p.  461,  quoting  Richardson,  Mea- 
sages  and  Papers  of  the  Presidents,  VII,  518,  519). 

No  particular  articles  or  clauses  of  specified  treaties  were  in- 
dicated in  the  Merchant  Marine  Act.  The  President  was 
merely  directed  to  ascertain  what  these  clauses  were,  and  cither 
to  negotiate  modifications,  which  would  be  in  effect  the  nego- 
tiation of  new  treaties,  or  to  give  notice  of  termination  of  the 
entire  treaty,  thus  relieving  the  other  nations  of  all  obligations 
thereunder.  This  appears  an  awkward,  ineffective,  and  incom- 
plete bit  of  legislation  inconsistent  with  the  dignity  of  a  great 
nation  desirous  of  expressing  a  policy.  In  any  event,  it  seems 
to  have  been  enacted  without  due  consideration  of  the  precise 
constitutional  limitations  placed  upon  Congress  by  the  provi- 
sions of  the  constitution  of  the  United  States. 

It  is  to  be  hoped  that  the  Merchant  Marine  Act  will  be  widely 
studied  and  maturely  debated.  It  is  impossible  that  so  radical  a 
departure  from  settled  national  practise  and  policy,  as  well  as 
from  the  recognized  dictates  of  sound  economics,  be  inau- 
gurated without  fullest  discussion,  and  otherwise  than  as  a 
resultant  of  a  settled,  intelligent  public  opinion  maturely 
reached  after  such  discussion. 
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CURRENT  PROBLEMS  IN  AMERICAN 
SHIPBUILDING 

J.  W.  POWELL 

Vioe  President  of  the  Bethlehem  Shipbuilding 

Corporation,  Ltd.,  Bethlehem,  Pa, 

FIRST  of  all,  I  want  to  record  my  appreciation  of  the 
splendid  work  that  Senator  Jones  did  in  the  passage  of 
the  Merchant  Marine  Act.  For  days,  for  weeks,  and 
for  months  he  sat  with  his  committee  to  take  the  testimony  upon 
which  this  act  was  afterwards  built  up.  For  days  this  com- 
mittee worked  to  draw  the  bill,  and  in  my  judgment  no  statute 
has  ever  been  put  on  the  books  of  any  country  that  has  received 
more  study  by  better  minds  than  this  piece  of  legislation. 
That  it  is  not  perfect  goes  without  saying,  but  that  it  will  rank 
as  one  of  the  foremost  acts  passed  by  the  American  Congress  I 
believe  history  will  show. 

Now,  like  the  Volstead  Act,  the  real  value  of  this  law  will 
lie  in  its  enforcement.  It  is  too  bad  that  weeks  and  months 
went  by  without  the  appointment  of  the  Shipping  Board  called 
for  by  this  bill.  It  is  too  bad  that  when  the  board  was  ap- 
pointed, it  stands  I  believe  no  chance  of  confirmation  by  the 
present  Senate.  The  opportunity  was  offered  the  present 
administration  to  appoint  last  June  a  strong  body  that  would 
have  been  sure  of  confirmation,  but  nothing  whatever  was  done 
to  forward  the  great  work  that  must  be  accomplished  under  this 
bill. 

The  law  specifically  provided  that  within  ninety  days  the 
President  should  give  notice  of  abrogation  of  all  commercial 
treaties,  not  with  the  idea  of  putting  into  effect  discriminator}' 
duties  that  are  now  on  our  statute  books,  but  with  the  idea  of 
clearing  the  ground  so  that  the  future  congress  could  pass,  if 
it  saw  fit,  a  proper  and  reasonably  discriminatory  duty  bill. 
The  law  did  not  leave  the  question  of  the  abrogation  of  these 
treaties  to  the  discretion  of  the  President.  It  was  a  direct  order 
which  was  absolutely  defied  by  the  President,  and  to  a  nation 
of  law-abiding  citizens  this  example  by  the  first  ruler  of  the 
land  was  not  a  good  one  to  set. 
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I  believe  that  when  the  new  President  takes  oftice  we  will  see 
the  necessary  steps  taken  to  appoint  a  proper  board,  and  to 
carry  out  the  requirements  of  this  law.  If  an  intelligent 
public  opinion  will  bring  pressure  to  bear  to  see  that  the 
pi)sitions  on  the  Shipping  Hoard  are  filled  by  the  ver\'  ablest 
men  in  this  nation,  we  shall  have  done  a  real  public  service, 
because  no  bigger  work  ever  confronted  seven  Americans  than 
the  job  that  is  placed  on  that  body  when  it  is  officially  organ- 
ized and  properly  confirmed. 

This  Board  faces  the  task  of  disposing  of  something  like 
three  billion  dollars'  worth  of  government  property.  It  faces 
the  task  of  framing  the  regulations  under  which  this  American 
merchant  marine  is  to  function,  that  will  spell  its  future  suc- 
cess or  its  inevitable  disaster.  Reference  has  been  made  to 
the  cost  of  our  present  tonnage.  The  United  States  would  not 
sell  its  tonnage  until  the  regulations  under  which  American 
vessels  are  to  operate  are  settled.  Nobody  is  more  an.xious  to  see 
the  tonnage  sold  and  in  private  hands  than  the  shipbuilders  of 
the  United  States,  because  until  it  is  in  private  hands  and  until 
operated  effectively  by  private  owners  there  is  going  to  be  ver\' 
little  more  shipbuilding.  But  the  \alue  of  this  tonnage,  and 
the  sacrifice  which  the  government  must  make  in  its  disposi- 
tion depends  entirely  on  the  conditions  under  which  it  will 
operate. 

If  this  government,  for  instance,  should  determine  that  in 
face  of  possible  commercial  wars  it  was  going  to  apply  a  \Qry 
large  tonnage  tax  to  foreign  ships,  the  value  of  American 
tonnage  is  enormously  greater  to  the  j)rivate  operator  than  if 
no  such  tax  is  to  be  laid.  This  is  a  single  example  of  the  many 
questions  that  should  be  settled  by  the  Shipping  Board  or  by 
Congress,  and  which  should  have  been  settled  before  this  time. 
to  permit  a  proper  value  to  be  put  on  the  Shipping  Board's  ton- 
nage. When  those  regulations  are  made  the  value  can  be  de- 
termined.     It  cannot  be  determined  today. 

The  relative  cost  of  building  ships  in  this  country  and  abroad, 
which  has  a  great  deal  to  do  with  the  future  of  the  American 
merchant  marine,  during  the  last  years  has  changed  \er\ 
materially  from  time  to  time.  ICight  months  ago  or  ten 
months  ago  we  were  able  to  sell  a  certain  tonnage  abroad  in 
competition  with  the  foreign  builders.     Today  there  is  a  verv 
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large  difference  in  the  price  at  which  foreigners  will  sell  ships 
as  compared  with  the  cost  of  production  in  this  country ;  and  it 
is  probable,  because  of  the  difference  in  wage  scale,  that  this 
difference  will  continue.  England's  wage  scale  as  compared 
with  American  shipyards,  is  forty  per  cent  of  ours  today. 
France's  is  thirty,  and  Germany's  is  twelve.  I  believe  that 
American  shipbuilding  is  more  efficient  than  that  of  any  other 
country.  To  build  the  same  ship  in  an  American  yard  today 
will  take  twent}^  per  cent  less  hours  of  labor  than  in  the  best  of 
the  competing  countries,  but  no  one  can  expect  that  a  twenty- 
par  cent  greater  efficiency  will  overcome  a  sixty  per  cent  dif- 
ference in  wages.  If  the  United  States  wishes  to  remain  in  the 
shipping  business,  and  if  it  wishes  ships  built  in  the  United 
States,  which  has  always  seemed  to  be  a  corollary  of  shipping, 
this  difference  in  cost  must  be  recognized.  It  is  a  big  factor  in 
shipping. 

The  smaller  but  important  factor  is  the  cost  of  operation. 
The  LaFollette  Act  or  the  Seamen's  Act  and  the  regulations 
under  which  American  ships  are  operating,  have  set  up  certain 
requirements  that  must  be  met  by  the  American  shipowners, 
which  have  increased  the  cost  of  operation  of  American  ships. 
Some  of  us  do  not  look  for  much  modification  in  those  laws. 
Certainly  many  Americans  do  not  believe  that  much  modifica- 
tion in  those  laws  is  desirable,  but  if  we  are  to  operate  our  ships 
under  those  laws,  no  possible  efficiency  will  permit  competition 
unless  some  sort  of  help  from  the  United  States  Government  is 
forthcoming  that  will  overcome  the  difference,  and  let  the 
American  flag  continue  to  fly  over  our  ships  on  all  the  seas 
of  the  world. 

Nearly  the  first  law  that  was  passed  by  the  first  con- 
gress of  the  United  States  was  a  law  that  put  on  our 
statute  books  a  discriminating  duty  and  a  tonnage  tax  that 
built  up  our  shipping,  until  within  a  few  brief  years,  some 
twenty  odd,  we  became,  from  a  negligible  power,  the  greatest 
shipping  powxr  in  the  world.  It  is  also  a  fact  that  the  causes 
that  brought  on  the  War  of  1812  and  our  other  difficulties  at 
that  time  had  nothing  to  do  with  the  discriminatory  duty 
features  in  our  laws ;  and  there  are  many  of  the  best  minds  in 
this  country  who  have  studied  the  subject,  wh®  do  not  fear 
in  any  degree  the  retaliatory  efforts  of  foreign  countries. 
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Now,  every  nation  has  a  perfect  right  to  carry  one-half  of 
its  foreign  trade.  If  we  were  to  say  to  the  world  that  it  is 
our  policy  that  one-half  of  all  the  goods  that  go  to  a  foreign 
nation,  and  one-half  of  the  goods  that  go  from  that  nation  into 
this  country  shall  be  carried  in  American  ships,  there  is  no  one 
who  can  gainsay  that  policy;  but  when  ships  flying  foreign 
flags,  trade  say  between  Argentina  and  the  United  States, 
carrying  on  commerce  between  the  countries  under  conditions 
where  an  American  ship  cannot  compete,  I  do  not  think  Great 
Britain,  for  instance,  has  the  slightest  reason  for  complaint  if 
we  make  for  ships  in  that  indirect  trade  such  rules  as  will  keep 
a  British  ship  out  of  it,  provided  only  that  an  Argentine  and 
an  American  ship  are  treated  just  the  same  in  that  trade. 
Many  of  us  who  have  studied  the  subject  believe  that  such 
discriminatory  duties  on  the  indirect  trade  is  the  best  solution 
of  the  situation  that  confronts  this  country  today. 

(276) 


THE  FUTURE  OF  THE  AMERICAN  MERCHANT 
MARINE  AS  AFFECTED  BY  ITS  FUEL  SUPPLY 

FREDERIC  R.   KELLOGG 
of  the  New  York  Bar 

UNTIL  very  recent  times  the  world  in  general  and  the 
United  States  in  particular  has  devoted  but  little  time 
to  a  consideration  of  the  nature,  adequacy  and  sources 
of  its  fuel  supply.  It  is,  however,  no  longer  possible  to  con- 
tinue in  this  attitude  of  mind;  and  it  is  my  intention  to  ask 
you  to  spend  a  few  moments  in  the  examination  of  certain  fuel 
problems,  with  the  proper  solution  of  which  the  future  of  the 
American  Merchant  Marine  will  be  intimately  connected. 

Until  the  commencement  of  the  World  War  only  a  negligible 
portion  of  our  merchant  ships  consumed  oil  fuel.  During  the 
Arar,  great  new  fleets  were,  however,  brought  into  existence,  and 
many  changes  were  made  in  the  fuel  equipment  of  older  vessels. 
The  result  of  these  developments  has  been  that  at  the  present 
time  approximately  60  per  cent  of  all  United  States  merchant 
vessels  are  equipped  for  the  burning  of  petroleum  fuel,  whereas, 
taking  as  an  entirety  all  of  the  other  merchant  fleets  of  the 
world,  we  find  that  only  approximately  15  per  cent  of  foreign 
steam  vessels  are  thus  equipped. 

To  anyone  familiar  with  the  results  derived  from  the  con- 
sumption of  petroleum  fuel  instead  of  coal,  it  will  be  at  once 
apparent  from  these  figures  that  our  American  mercantile 
marine  enjoys,  by  reason  of  its  petroleum-burning  equipment, 
certain  very  substantial  advantages  over  its  competitors — ad- 
vantages which  are  the  more  important  when  considered  in  the 
light  of  certain  handicaps  to  which  our  vessels  are  subject, 
arising  principally  from  their  great  cost  of  construction  and 
to  a  lesser  extent,  from  their  higher  cost  of  operation. 

The  principal  advantages  flowing  from  the  use  of  petroleum 
fuel  are,  first,  the  enormous  saving  in  the  fireroom  staff".  The 
extent  of  this  can  be  well  imagined  when  it  is  remembered  that 
on  the  great  passenger  liner  "  Olympic  "  the  labor  of  over  350 
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firemen  has  been  saved  since  the  installation  of  oil-burning 
equipment.  Not  only  are  the  wages  of  these  men  saved,  but 
also  the  space  necessary  for  tiieir  accommodation  and  the  food 
and  other  supj)lies  which  the\'  need.  Furthermore,  vessels 
burning  oil  are  practically  free  from  dirt  and  smoke,  can  carry- 
fuel  for  a  much  greater  cruising  radius  and  are  able  to  maintain 
a  steady  and  un\ar)'ing  head  of  steam  under  almost  any  operat- 
ing conditions.  So  important  are  these  and  other  advantages 
that  one  expert  shij)  operator  recently  stated  that  as  long  as  any 
steamer  could  buy  oil  at  anything  like  a  reasonable  price,  it 
could  not  aflFord  to  convert  back  to  coal  even  if  the  coal  were 
furnished  for  nothing. 

In  order  to  maintain  this  ad\antage  now  enjo\'ed  b)-  the 
American  mercantile  marine,  it  is,  of  course,  necessary  that  an 
adequate  and  reasonably  priced  supply  of  petroleum  should  be 
obtained.  As  to  the  size  of  this  supply,  the  chairman  of  the 
United  States  Shipping  Board  has  recently  stated  that  approxi- 
mately forty  million  barrels  of  forty-two  gallons  each  will  be 
required  during  the  calendar  year  of  192 1.  This  is  equivalent 
to  the  cargoes  of  approximately  580  tank  steamships  of  ap- 
proximately ten  thousand  tons  deadweight  carrying  capacity 
each.  And  this  figure  does  not  include  an\'  fuel  for  privateh- 
owned  vessels. 

Where  can  this  supply  be  obtained? 

Not  in  the  United  States,  which  country  has  imported  over 
eighty  million  barrels  of  petroleum  during  the  year  1920  and 
which  is  planning  even  greater  importations  during  the  calen- 
dar year  1921. 

So  far  as  the  present  supph'  of  this  fuel  petroleum  is  con- 
cerned, it  must  come  in  the  near  future  principally  from  Mexico, 
which  is  the  only  foreign  country  either  near  the  United  States 
or  far  away  in  which  adequate  production  has  as  \'et  been 
developed. 

But,  looking  further  ahead  and  remembering  the  rapid  rate 
at  which  the  reserves  of  Mexico  are  being  depleted,  those  who 
expect  to  continue  the  consumption  of  petroleum  as  a  fuel, 
must  calculate  on  being  eventually  compelled  to  procure  a 
portion  of  their  supply  from  more  distant  territories,  among 
which  the  great  petroleum  field  beginning  in  the  Caucasus 
mountains  and  extending  through  Mesoj)otamia  to  the  Persian 
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Gulf,  must  be  considered  as  containing  some  of  the  greatest 
undeveloped  petroleum  potentialities. 

This  preliminary  survey  of  the  situation  brings  me  to  the 
essential  point  which  I  wish  to  make  at  the  present  time,  which 
is,  that  the  ability  of  the  United  States  to  obtain  a  petroleum 
fuel  supply  partly  from  Mexico  in  the  near  future  and  partly 
from  the  Mesopotamian  and  other  foreign  fields  at  a  later  date, 
will  depend  to  a  great  extent  upon  the  proper  solution  of  two 
great  international  problems  which  confront  us  today. 

So  far  as  Mesopotamia  is  concerned,  it  will  be  remembered 
that  Great  Britain  has  received,  under  the  Treaty  of  Versailles, 
a  mandate  over  Mesopotamia,  which  country  is  at  the  present 
time  occupied  by  her  forces.  She  seems  to  have  construed  that 
mandate  as  entitling  her  to  control  the  exploration  and  ex- 
ploitation of  that  territory  for  petroleum  purposes,  and  to  have 
taken  the  position  that  she  must  be  the  judge  as  to  what 
petroleum  enterprise  shall  be  allowed  to  operate  in  that  terri- 
tory. By  a  recent  convention  with  France,  known  as  the  Pact 
of  San  Remo,  she  conceded  to  France  the  right  to  obtain  the 
benefit  of  25  per  cent  of  such  petroleum  as  might  be  produced 
from  Mesopotamia,  although  this  right  is  hedged  about  with 
certain  limitations. 

The  United  States  State  Department  has  taken  strong  ground 
in  opposition  to  the  British  theory  of  the  meaning  of  the  term 
"  mandate  "  and  concerning  the  rights  vested  in  Great  Britain 
by  the  Treaty.  Briefly  stated,  the  position  of  our  State 
Department  is  that  this  mandate  was  never  intended  to  give 
any  peculiar  or  special  rights  to  the  mandatary,  but  that  it 
must  be  considered  as  in  the  nature  of  a  trusteeship  for  the 
equal  benefit,  if  not  of  all  the  world,  certainly  of  all  the  allied 
nations  by  which  the  war  was  won.  Several  diplomatic  ex- 
changes have  taken  place  upon  this  subject;  and  as  the  last 
communication  of  Secretary  Colby  still  remains  unanswered, 
we  can  only  say  that  the  problem  in  question  remains  unsettled, 
and  that  the  proper  determination  of  the  meaning  of  the  term 
"  mandate  "  as  applied  not  pnly  to  this  territory  but  to  other 
great  areas  of  the  earth's  surface  within  which  petroleum  may 
be  contained,  will  substantially  affect  the  power  of  the  American 
mercantile  marine  to  continue  to  enjoy  the  advantages  derivable 
from  petroleum  as  a  fuel. 
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So  far  as  Mexico  is  concerned  an  even  graver  question  is 
presented.  The  Mesopotamian  situation  involves  the  right 
hereafter  to  obtain  a  petroleum  .sui)ply  in  the  somewhat  distant 
future;  but  in  Mexico  the  question  is  whether  the  property  of 
United  States  citizens  heretofore  lawfully  acquired  by  them 
pursuant  to  the  preceding  laws  of  Mexico  and  from  which  our 
supplies  are  tumf  being  protiuccd  may  be  taken  from  them  with- 
out compensation  by  an  arbitrary'  series  of  confiscatory-  laws 
adopted  by  the  Carranza  government  and  not  as  yet  repudiated 
by  its  successors. 

Space  will  not  permit  an  elaborate  presentation  of  this 
most  important  situation,  but  its  essential  features  are  these: 
The  commercial  development  of  petroleum  in  Mexico  is  due 
to  American  initiative,  skill  and  capital.  This  development  was 
based  upon  the  express  and  unequivocal  language  of  the  then 
existing  laws  of  Mexico  to  the  effect  that  the  owner  of  the 
lands  also  had  the  sole  right  without  governmental  interfer- 
ence to  extract  petroleum  from  beneath  the  surface.  The  first 
of  these  laws  was  enacted  sixteen  years  before  the  commercial 
development  of  petroleum  commenced  in  Mexico  and  this  prin- 
ciple has  remained  in  force  unquestioned  and  unchallenged 
during  the  full  period  of  thirty-four  years.  In  1917,  after 
great  success  had  been  obtained  in  this  development,  the 
Carranza  government  promulgated  a  new  constitution,  in  the 
adoption  of  which  it  may  be  incidentally  noted  Carranza  vio- 
lated express  precepts  of  the  then  existing  constitution  and 
laws  of  the  Republic.  Under  this  new  constitution,  a  series  of 
decrees  were  issued  by  Carranza,  purporting  to  take  over  to  the 
nation  all  of  these  petroleum  properties  with  no  pretense  of 
compensation  whatsoever  and  requiring  the  owners  of  these 
{properties  as  a  condition  of  being  allowed  to  operate  them  to 
pay  "  rentals  and  royalties  "  to  the  Mexican  government  and 
to  comply  with  such  other  conditions  as  might  be  established 
from  time  to  time. 

These  laws  did  not  pretend  to  be  conservation  laws  or  to 
have  anything  to  do  with  the  right  of  the  excrci.se  of  eminent 
domain,  which  in  ever}'  civilized  country  can  only  be  exercised 
upon  just  compensation  being  made  to  the  owner  of  the  property 
expropriated.  The  situation  is  exactly  the  same  as  though  the 
State  of  New  York  sliould  take  possession  of  a  house  which  had 

(280) 


No.  2]       FUTURE  OF  THE  AMERICAN  MERCHANT  MARINE       137 

been  owned  by  any  of  those  here  present  for  seventeen  years, 
should  pay  nothing  therefor  and  should  say  to  the  owner  that 
he  would  be  allowed  to  continue  in  the  occupation  of  his 
property  only  if  he  thereafter  pay  not  only  the  same  taxes 
which  he  had  previously  paid,  but  such  "  rentals  "  as  the  State 
might  at  any  time  demand  from  him.  The  American  com- 
panies refused  to  acquiesce  in  this  confiscatory  plan  and  for 
three  years  have  been  contesting  the  attempts  of  the  Mexican 
republic  to  compel  compliance.  In  every  contest  they  have 
had  the  able  assistance  of  the  United  States  State  Department, 
which,  after  a  thorough  study  of  the  situation,  has,  in  the 
strongest  kind  of  diplomatic  language,  characterized  these  laws 
as  confiscatory  and  against  the  principles  of  natural  justice,  and 
has  called  the  attention  of  the  Mexican  government  to  the  fact 
that  it  might  be  the  duty  of  the  United  States  to  take  measures 
to  protect  its  citizens  who  were  thus  attacked.  It  is  most 
gratifying  to  the  petroleum  companies  to  be  able  to  say  that 
every  one  of  the  many  protests  which  they  have  made  during 
the  period  of  this  controversy  has  been  approved  by  their  own 
government. 

At  the  present  time  this  situation  is  developing  in  a  more 
critical  manner  than  at  any  previous  time.  Practices  have  been 
adopted  by  the  de  la  Huerta  government  and  have  not  yet  been 
repudiated  by  the  Obregon  government,  which  if  they  con- 
tinue will  drive  Americans  out  of  the  possession  of  properties 
which  they  bought  from  private  owners  and  paid  for,  and  which 
in  no  case  were  acquired  by  governmental  concession,  and  will 
turn  over  these  properties  to  those  individuals  who  have  sought 
to  secure  profit  for  themselves,  at  the  expense  of  the  real  owners, 
by  joyful  adherence  to  the  terms  of  the  Carranza  confiscatory 
decrees. 

It  cannot  be  too  strongly  emphasized  that  no  element  of 
"  tax-dodging  "  or  "  concession-holding  "  is  involved  in  this 
controversy,  for  the  American  companies  have  paid  in  full  the 
enormous  and  constantly  increasing  taxation  imposed  upon 
them ;  and  in  no  case  has  a  single  square  foot  of  oil  territory 
been  acquired  by  any  of  these  companies  pursuant  to  con- 
cessions or  other  forms  of  contract  made  with  the  government 
of  Mexico,  all  such  properties  having  been  acquired  from 
private  ownership. 
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111  this  controversy  the  petroleum  companies  are  entitled  to 
and  ask  the  sympathy  and  aid  of  every  American  citizen  who 
believes  in  the  principle  of  the  square  deal  and  in  the  proper 
protection  of  the  lawful  rights  of  Americans  abroad ;  and  they 
especially  ask  that  those  who  are  interested  in  the  future  of 
the  American  mercantile  marine  shall  by  their  thoughts  and 
by  their  influence  aid  the  cause  of  those  whose  fight  is  not  only 
for  their  own  advantage  but  for  the  great  and  unquestioned 
advantage  of  American  shipping  upon  the  high  seas. 
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WINTHROP  L.  MARVIN 

Vdee  President  and  Greneral  Manager  of  the  American 
Steamship  Owners'  Association 

WHAT  I  have  to  contribute  to  the  discussion  of  mer- 
chant marine  and  shipping  policies,  is  from  the 
standpoint  of  one  who  is  in  immediate  contact  with 
the  actual  operation  of  American  vessels,  both  in  the  coast- 
wise and  in  the  foreign  trade. 

Most  of  the  discussion  has  dealt,  as  it  has  happened,  with  the 
subject  of  discriminating,  or,  as  many  people  call  them,  pref- 
erential duties.  I  am  not  myself  an  advocate  necessarily  of 
the  return  to  what  has  accurately  been  described  as  the  policy 
of  our  fathers.  It  is  my  sincere  belief  that  by  coming  together 
and  in  wisdom  and  fairness  with  each  other,  we  may  be  able 
to  find  a  better  way  for  giving  our  merchant  marine  the  pro- 
tection and  encouragement  that  it  absolutely  must  have  and 
must  have  without  delay,  or  we  shall  see  our  country's  flag  again 
blotted  from  the  ocean. 

But  in  justice  to  what  I  believe  has  been  in  the  past  a  bene- 
ficial system,  founded  by  George  Washington,  Thomas  Jeffer- 
son and  James  Madison,  founded  by  the  fathers  of  our  gov- 
ernment, the  men  who  achieved  our  freedom,  I  must  beg 
your  pardon  for  a  brief  reference  to  what  is  now  ancient 
history.  As  Mr.  Powell  ^  has  said,  one  of  the  first  laws  of 
the  first  federal  congress  under  the  constitution  was  a  law 
for  the  protection  and  encouragement  of  manufactures, 
followed  immediately  by  a  law  for  protection  and  encourage- 
ment of  American  shipping  in  overseas  trade.  That  law  was, 
in  substance,  taken  from  the  policies  of  other  governments,  in 
part,  no  doubt,  as  a  measure  of  retaliation  but  in  very  large 
part,  as  anybody  studying  the  records  will  recognize,  as  a 
deliberate  attempt  to  do  for  shipping  exactly  what  the  first 

1  Supra,  p.  275, 
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protective  tariff  act  immediately  began  to  do  with  success,  for 
American  manufacturing. 

That  law  for  preferential  customs  duties  went  into  effect  in 
the  year  i  789.  At  that  time,  a  few  years  after  the  Revolution, 
our  shipping  was  virtually  in  the  same  condition  in  which  we 
found  it  at  the  outbreak  of  this  great  war.  We  were  carrying 
in  our  own  ships  in  the  year  1789,  only  23  per  cent  of  our 
imports  and  exports.  Foreign  ships,  chiefly  British,  were 
carrying  the  remainder. 

The  result  of  that  law,  which  has  been  so  severely  and  un- 
justly criticized  here,  as  it  was  in  the  past,  was  that  by  the 
year  18 10,  our  I2  3,C)CX)  tons  of  overseas  shipping  of  1789, 
carr\'ing  only  23  per  cent  of  our  own  imports  and  expKjrts,  had 
developed  into  a  fleet  of  981,000  tons  of  shipping,  carrying 
more  than  90  per  cent  of  our  imports  and  exports.  I  appeal 
to  the  judgment  of  the  Academy  of  Political  Science  as  to  the 
result — the  most  successful,  economic  maritime  policy  which 
the  world  has  seen. 

In  our  dealings  with  other  governments  and  in  treaties,  we 
gradually  departed  from  the  policy  which,  I  think,  was  at  the 
time  good.  It  had,  by  the  way,  in  spite  of  its  discriminatory- 
characteristics,  involved  us  in  no  serious  controversies  with  any 
foreign  nations.  The  War  of  1812,  our  second  war  for  inde- 
pendence, was  fought  in  remonstrance  against  the  impressment 
of  American  seamen,  on  the  decks  of  American  merchant  ships, 
into  British  naval  service,  by  the  immense  power  of  the  British 
navy. 

We  were  wise,  I  think,  in  gradually  departing  from  that 
policy.  It  is  a  possible  source  of  disturbance,  among  the 
nations,  but  our  principal  reason  in  giving  it  up,  as  we  gradu- 
ally did  through  a  series  of  successive  treaties,  not  finally  ac- 
complished as  against  Great  Britain  until  1849,  was  that  the 
merchant  marine  under  that  policy  had  developed,  in  spite  of  its 
higher  wages — for  wages  were  then  higher  here  than  foreign 
wages,  exactly  as  they  are  now — we  had  built  up  a  great  ship- 
building and  -owning  industry,  and  our  flag  was  seen  on  every 
sea.  We  felt  the  policy  had  served  its  purpose,  and  that  there- 
after we  could  stand  alone.  I  am  inclined  to  believe  we  might 
have  stood  alone,  for  we  continued,  a  number  of  years  after  the 
policy  in  the  main  iiad  been  abandoned,  to  build  our  ships  and 
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to  make  a  beginning  on  the  North  Atlantic,  of  what  was  at 
that  time  the  finest  fleet  of  wooden  steam  tonnage  in  the 
world. 

But  a  new  element  entered  into  the  situation — the  develop- 
ment of  the  steam  engine,  the  side  wheel  and  screw  pro- 
peller, and  the  use  of  iron  as  a  substitute  for  wood  in  ship- 
building. That  changed  radically  the  conditions  of  maritime 
competition.  At  the  same  time  Great  Britain,  whose  skillful 
diplomacies  had  been  framed,  possibly  to  our  disadvantage 
because  we  were  less  experienced,  began  to  apply  a  new  and 
extremely  formidable  mode  of  encouragement  to  shipbuilding 
and  navigation.  It  is  a  policy  to  which  she  has  adhered  in- 
flexibly to  the  present  time.  We  emulated  her — and  it  hap- 
pened to  be  on  the  initiative  of  a  Democratic  President  and 
a  Democratic  Congress — in  1847,  in  a  policy  of  postal  and  naval 
reserve  subsidies  to  steamship  lines.  Under  that  policy  we 
were  more  successful  than  Great  Britain.  Our  steam  fleet  in- 
creased more  than  did  Great  Britain's,  and  was  superior  in  the 
size  of  the  ships  and  the  character  of  the  service. 

Then  came  the  war  between  the  states.  In  the  long  polit- 
ical controversy  that  preceded  it  our  mail  subsidies  were  aban- 
doned, and  then  gradually  our  flag  retired,  so  that  before  the 
Civil  War  only  one  very  small  transatlantic  steam  line  remained 
in  operation.  When  that  happened,  when  the  American  flag 
was  hauled  down  off"  our  steam  lines  on  the  North  Atlantic — 
the  principal  American  shipowner  in  the  city  of  New  York, 
Mr.  A.  A.  Low,  a  New  Englander,  the  father  of  the  late 
honored  Seth  Low,  long  President  of  Columbia  University,  an 
authority  on  this  continent  and  abroad  in  shipping  matters, 
left  this  record  of  the  cause  of  the  disappearance  of  our  flag; 
Mr.  Low  said  at  that  time,  with  the  facts  before  him,  that 
"  Britain  had  driven  us  from  the  seas  by  her  subsidies  as  ef- 
fectually as  she  ever  drove  an  enemy  from  the  ocean  by  her 
guns." 

We  have  in  maritime  diplomacy  been  out-generalled  not 
only  by  Great  Britain,  but  by  other  nations.  When  we  by 
mutual  treaties,  gave  up  the  protection  of  our  fleet.  Great 
Britain  first,  and  France  next  began  the  granting  of  shipping 
subsidies  to  their  great  lines  of  steamers,  that  everywhere 
and  always  constitute  the  backbone  of  a  merchant  marine. 
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I  ajn  not  appealing  for  a  return  to  subsidies  necessarily,  I 
am  not  advocating  at  all  a  return  to  the  system  of  discrimin- 
ator\-  customs  duties  and  tonnage  taxes,  but  I  would  emphasize 
the  fact  that  in  some  wa\'  we  Americans  must  agree,  and  act 
instantly,  upon  some  poWcy  that  is  wise  and  effective.  Mr. 
Stevens  has  said  ^  that  uc  might  wait  a  while  and  sec  if  under 
changed  conditions  we  were  not  able  to  get  along  on  the  high 
seas  without  national  help.  I  wish  we  were,  but  I  must  recall 
the  fact  that  within  six  months  our  shipj^ing,  our  new  shipping, 
built  at  the  expense  of  all  the  American  people,  has  begun  to 
be  driven  off  the  ocean  routes,  just  as  it  was  at  the  end  of  the 
Civil  War,  and  in  the  years  before  the  great  war,  by  the  com- 
petition of  the  more  cheaply  inanned  and  cheaply  built  ships 
of  foreign  countries. 

One  of  the  great  trades  tliat  the  recent  war  de\elojJcd  was 
the  export  of  American  coal  from  Hampton  Roads  to  Europe. 
That  trade  at  the  outset  Weis  controlled  by  American  shipping, 
but  as  the  war  receded  further  from  us  foreign  ships  came  more 
and  more  into  that  trade,  until  a  few  weeks  ago,  with  the 
falling  of  the  rates,  the  Shipping  Board  itself  withdrew — 
quitted  the  contest  before  it  was  fairly  begun. 

I  would  emphasize  the  fact  that  there  are  nian\'  American 
steamship  companies,  managed  by  competent  men,  whose  skill 
has  come  down,  just  as  the  .skill  of  the  English,  through 
many  generations.  There  is  not  on  the  face  of  the  world 
today  a  naturally  more  capable,  enterprising  and  efficient 
seagoing  population  than  that  which  you  will  find  along 
our  coast,  from  Eastport  to  the  Capes  of  Delaware.  There 
are  men  there  who  have  never  given  up  the  ship.  They 
can  count  eight  or  ten  American  seafaring  generations. 
I  believe  with  all  my  heart,  with  some  knowledge  of  the  ocean 
and  its  aflfairs,  that  American  seamen  of  the  thoroughgoing 
type,  are  as  truly  as  in  the  days  of  our  clipper  ships,  the  most 
efficient  in  the  world.  W'c  have  a  host  of  the  best  engineers 
and  the  most  skilled  and  efficient  mechanics,  \e\ertheless  out 
of  that  Virginia  coal  trade  our  ships  have  been  driven,  be- 
cause foreign  ships  with  lower  wages  and  standards  of  liv- 
ing can  operate  more  cheaply  than  ours.      British  and  Japanese 

1  Supra,  p.  243. 
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lines  with  enormous  subsidies  are  rapidly  driving  out  of  the 
Pacific  ports  our  American  Pacific  fleet. 

The  war  is  on  us.  The  time  is  here  now  when  we  must  agree 
on  some  means  of  protection  to  American  navigation  and  ship- 
building alike.  There  is  no  use  in  denying  the  facts ;  we  are 
face  to  face  today  with  the  same  kind  of  competition  that  our 
fathers  faced  years  ago,  and  unless  the  United  States,  in  its 
wisdom,  by  the  unanimous  support  of  the  American  people, 
immediately  puts  the  protecting  arm  of  our  government  around 
the  American  commercial  fleet,  we  shall  again  find  ourselves  as 
helpless  as  we  were  at  the  outbreak  of  the  late  great  war. 
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TRADE" 

L.  S.  K(^)\VIC 
Dirpctor-Greneral  of  the  Pan-American  Union,  Waahington,  D.  C. 

DURING  the  last  ten  years  leaders  in  American  com- 
mercial expansion  have  come  to  me  with  the  statement 
that  they  are  prepared  to  undertake  a  systematic  trade 
cam])aign  in  Central  and  South  America,  but  that  they  are  al- 
ways confronted  with  the  diiricult)'  of  securing  men  adequately 
prepared  to  take  uj)  the  work.  If  I  may  be  permitted  to  lay 
before  you  some  personal  observations,  I  would  add  thereto  an- 
other and  even  more  serious  difficulty.  Large  numbers  of  our 
young  men  are  now  following  the  courses  of  study  in  the  special 
schools  of  commerce  that  have  been  established  in  the  leading 
universities,  and  that  have  been  growing  at  such  pace  that  they 
are  unable  to  accommodate  the  extraordinary'  influx  of  students. 
Boston  University  has  taken  a  further  step  in  advance  by  es- 
tablishing a  branch  school  in  Havana,  the  courses  of  which  are 
interchangeable  with  the  parent  school  at  Boston.  Under  the 
directorship  of  Dr.  Clarence  J.  Owens,  of  the  Southern  Com- 
mercial Congress,  a  Pan-American  School  of  Commerce  is  now 
being  planned  to  be  established  at  Panama  some  time  during 
the  coming  year. 

The  study  of  foreign  languages,  and  especially  Spanish,  is 
growing  apace  in  all  our  institutions.  Within  a  very  few  years, 
therefore,  we  may  look  forward  to  securing  a  steady  stream  of 
trained  men  whose  technical  training  will  equip  them  to  under- 
take the  representation  of  American  trade  in  foreign  lands.  At 
this  point  a  difficulty  presents  itself  which,  in  the  past,  has  been 
of  the  most  serious  character  and  which  mere  technical  prepara- 
tion is  not  likely  to  overcome.  It  is  idle  to  gloss  over  the  situ- 
ation with  fair  words.  We  must  definitely  face  the  fact  that, 
for  a  number  of  reasons,  the  United  States  furnishes  a  smaller 
percentage  of  satisfactory'  foreign  representatives  than  any 
other  of  the  trading  nations.  This  is  due  in  part  to  a  certain 
provincialism  of  the  American  mind,  and  in  part  to  a  lack  of 
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mental  adaptability  and  elasticity  which  results  in  making  the 
American  representative  abroad,  especially  in  the  countries 
of  Central  and  South  America,  the  embodiment  of  unrest,  of 
discontent,  and  of  homesickness,  with  the  resultant  lack  of 
interest  in  the  institutions  and  civilization  of  the  nations  in 
whose  midst  they  find  themselves.  There  is  in  this  respect 
a  marked  contrast  between  American  trade  representatives  and 
those  of  the  Swiss,  Dutch,  French,  or  even  British  nationality. 
In  what  might  be  called  traveling  salesmanship  the  American 
invariably  excels.  Initiative,  energy,  and  resourcefulness  char- 
acterize his  campaign,  but  as  a  permanent  trade  representative, 
whose  problem  involves  establishing  close  contact  with  the 
people,  he  proves  himself  the  inferior  of  his  foreign  rivals. 

There  is  no  country  of  Central  or  South  America  which  does 
not  afford  abounding  interest  to  the  intelligently  alert.  Their 
history  has,  in  many  respects  been  far  more  dramatic  than  our 
own,  and  they  all  possess  a  literature  rich,  varied  and  full  of 
interest  to  any  one  who  will  make  a  slight  effort  to  acquire  an 
acquaintance  therewith.  Unfortunately,  a  considerable  pro- 
f>ortion  of  the  younger  men  going  to  Central  and  South 
America  as  permanent  representatives  fail  to  acquire  anything 
more  than  a  smattering  of  the  Spanish  or  Portuguese  language, 
as  the  case  may  be,  and  their  interest  stops  at  this  point.  They 
make  but  little  effort  to  establish  social  contact  with  the  people 
and  thus  are  deprived  of  the  recreations  that  accompany  such 
social  intercourse. 

There  is  another  aspect  of  the  situation  which  should  have 
our  attention.  I  am  convinced  that  the  ultimate  form  of  Ameri- 
can enterprise  in  Central  and  South  America  will  be  a  form  in 
which  American  capital  will  be  joined  with  local  capital  in 
the  establishment  of  new  enterprises.  That  form  has  great 
commercial  advantages.  It  has  at  the  same  time  marked  inter- 
national advantages  from  the  larger  standpoint  of  our  inter- 
national relations.  There  has  been  up  to  the  present  time  little 
or  no  attempt  on  the  part  of  American  capitalists  to  encourage 
local  capitalists  in  Latin  America  to  join  with  them  in  the 
founding  of  new  enterprises.  This  is  due  in  part  to  the  fact 
that  there  has  been  comparatively  little  local  capital  available 
for  any  enterprise.  The  time  is  now  coming,  in  fact  is  now  at 
hand,  when  local  capital  is  available  and  when  one  of  the  most 
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secure  means  of  investing  American  cai)ital  in  Latin-American 
countries  is  to  combine  local  capital,  thereby  securing  in  that 
country'  a  group  of  men  whose  self-interest  leads  them  to  pro- 
tect and  foster  the  enterprise.  The  great  advantage  of  this 
form  of  joint  enterprise  is  that  in  case  of  difficulty  it  is  not 
necessary  to  recur  immediately  to  diplomatic  channels,  which 
is  always  a  source  of  irritation  to  Latin-American  governments. 

The  foreign  representative  who  adapts  himself  to  the  local  en- 
vironment, who  becomes  acquainted  with  the  people  and  gains 
their  confidence,  soon  places  himself  in  a  position  which  enables 
him  to  interest  local  capitalists  in  his  enterprise,  or  in  the 
formation  of  new  enterprises  involving  the  cooperation  of 
American  with  local  capital.  I  have  in  mind  at  the  present 
time  an  organization  which  has  just  been  formed  in  Argentina; 
a  bank  that  has  been  founded  by  a  combination  of  American 
and  Argentine  capital.  That  bank  is  to  be  the  sponsor  of  a 
series  of  further  enterprises  in  which  American  and  Argentine 
capitalists  will  cooperate  in  developing  the  resources  of  that 
country. 

The  lessons  of  experience  indicate  in  no  uncertain  terms  that 
with  technical  preparation,  such  as  is  afforded  in  our  schools  of 
commerce,  we  must  combine  a  broader  training  which  will 
arouse  in  the  young  men  who  go  to  Latin  America  as  trade 
representatives  a  real  interest  in  the  people  with  whom,  for  the 
time  being,  they  have  cast  their  lot.  Combined  therewith  there 
must  exist  an  adaptability  and  breadth  of  sympathy  which  will 
lead  them  for  the  time  being  to  identify  themselves  with  tiie 
peoples  to  whom  they  have  been  accredited.  Nothing  short 
of  this  will  bring  permanent  success. 
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IT  has  been  well  said  that  while  to  other  countries  foreign 
trade  is  a  convenience  or  a  luxury,  to  England  it  is  an 
absolute  necessity.  In  only  one  of  the  raw  materials  vital 
to  her  industries — coal — is  there  a  surplus  in  the  United  King- 
dom. All  the  others — ores,  fibres,  timber  and  oils,  as  well  as 
cereals  and  meats — Great  Britain  is  obliged  to  import  either 
wholly,  or  in  the  greater  proportion,  and  the  necessity  for 
paying  for  them  requires  a  large  and  ever-increasing  export 
trade. 

Small  wonder,  then,  that  all  the  trade  promotion  forces  of  the 
British  government,  in  conjunction  with  an  ever-growing  num- 
ber of  trading  companies,  industrial  combinations  and  overseas 
banks,  are  engaged  at  the  present  time  in  building  up  a  colossal 
machine  for  the  securing  of  trade  in  every  part  of  the  world. 
During  the  decade  preceding  the  war,  the  Germans  had  suc- 
ceeded in  making  serious  inroads  in  certain  foreign  markets 
in  which  the  British  manufacturer  formerly  held  a  leading  posi- 
tion. This  was  partly  due  to  the  German  development  of  new 
industries  of  importance,  such  as  the  electrical,  but  more  to 
the  German  concentration  of  industry,  finance  and  transport,  a& 
exemplified  in  the  German  cartel  system. 

Great  Britain  is  today  determined  to  recapture  the  trade  won 
from  her  in  pre-war  days  by  the  Germans,  and  although  she  is 
compelled  to  resume  her  financial  and  industrial  role  with 
enormously  increased  burdens,  she  takes  up  the  commercial 
struggle  with  the  great  advantage  of  having  to  learn  very  little 
about  the  conditions  under  which  it  can  be  successfully 
prosecuted. 

The  superabundance  of  capital  which  existed  in  Great  Britain 
before  the  war  caused  the  overflow  from  that  country  to  be 
directed  around  the  world.     There  was  thus  developed  in  the 
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United  Kiiigiltiin  a  large  bodv  ai  iiuestors  accustomed  to  em- 
ploy their  capital  in  other  countries,  and  their  investments 
naturall)'  became  channels  of  outlet  for  the  products  of  British 
industry.  A  Hritisli  railway  in  South  America,  for  instance, 
was  a  ready  market  for  British  railway  supplies;  a  British  mine 
in  South  Africa  bought  British  mining  machinery,  and  so  on, 
and  the  returns  from  these  foreign  investments  were  the  means 
of  financing  British  imports.  There  has  thus  been  created  in 
I.ondon  not  merely  a  market  for  British  products  and  for  im- 
j>orts  needed  for  iiome  consumj)tion,  but  a  distributing  market 
for  the  rest  of  the  world.  British  ships  are  in  ever}-  port; 
British  traders  and  bankers  are  in  everv'  market.  There  has 
been  British  capital  available  everywhere,  ready  to  build  a 
railway,  to  buy  a  mine,  to  develoj)  a  plantation,  to  construct 
harbor  work,  or  mo\  e  the  products  of  a  country  to  distant 
markets. 

Trading  and  Bankiiic/  Corporations 

A  brief  reference  to  some  of  the  important  British  foreign 
trading  organizations  formed  in  the  last  three  years  will  be 
sufficient  to  emphasize  the  very  practical  manner  in  which  the 
British  trader  has  established  himself  in  foreign  fields.  There 
is  first  of  all  the  British  Trade  Corporation,  a  ten  million 
dollar  concern  which  controls  the  Trade  Indemnity  Compan)'. 
insuring  foreign  credits;  the  South  Russian  Banking  Agency; 
the  Anglo-Brazilian  Commercial  and  Agenc>-  Company;  the 
Levant  C(jmpany ;  the  National  Bank  of  Turkey,  and  J.  W. 
Whittall  of  Constantinople.  Either  by  direct  operation  or 
through  these  subsidiaries,  the  British  Trade  Corporation  is 
doing  business  on  an  extensive  scale  in  Brazil,  Turkey,  South 
Ru.ssia,  Serbia,  Roumania,  Bulgaria,  Mesopotamia,  rireiue, 
Egypt  and  the  Sudan. 

The  Anglo-Danubian  Association  was  recently  formed  in 
I-ondon  for  the  jjurpose  of  promoting  trade  between  the  Austro- 
Hungarian  succession  states  and  Great  Britain  and  her  allies. 
It  is  projjosed  to  supply  raw  materials  on  trust  to  these  states, 
the  finished  products  being  re-exported  to  markets  which 
can  pay  either  in  goods  or  money.  Another  typical  British 
organization  is  the  African  and  Eastern  Trade  Corj)oration. 
which  was  recently  amalgamated  with   Lexer  Brother-^       The 
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African  and  Eastern  is  strongly  entrenched  in  Southern 
Nigeria,  Southwest  Africa,  Congo,  Liberia,  Morocco,  Syria, 
Palestine,  Mesopotamia,  Persia,  Turkey,  Roumania,  Bulgaria 
and  Singapore.  I  am  told  that  this  company  will  also  shortly 
open  branches  in  Egypt  and  in  China.  Some  idea  of  the  magni- 
tude and  successful  operation  of  this  corporation  may  be  gath- 
ered from  the  fact  that  their  turnover  in  1919  was  £22,000,000 
sterling  and  that  they  were  able  to  pay  dividends  of  50  per 
cent  for  the  year  ending  June  30,   1920. 

As  part  of  the  machinery  which  has  made  possible  the  suc- 
cessful operation  of  these  foreign  trading  organizations,  there 
have  been  established  adequate  British  banking  facilities  in 
foreign  countries.  As  typical  of  these  foreign  banking  or- 
ganizations, controlled  by  British  capital,  may  be  mentioned 
the  P.  and  O.  Banking  Corporation,  which  has  established 
branches  in  all  the  points  reached  by  the  P.  and  O.  steamship 
lines;  the  British  Overseas  Bank;  the  Anglo-Baltic  and 
Mediterranean  Bank;  the  Anglo-South  American  Bank;  the 
National  Bank  of  South  Africa ;  the  Bank  of  British  West 
Africa,  and  many  others. 

Government  Service 

In  order  to  take  the  fullest  possible  advantage  of  the  facili- 
ties available  for  trade  promotion  and  information,  a  separate 
department  of  the  government  was  created  in  191 8,  called  the 
Department  of  Overseas  Trade.  This  new  department  was 
formed  by  the  British  Foreign  Office  and  the  British  Board 
of  Trade  jointly.  It  is  responsible  to  both  departments  and 
maintains  a  field  service  of  three  kinds:  (i)  Trade  Commis- 
sioners for  the  British  Empire;  (2)  Commercial  Counsellors 
and  Secretaries  in  foreign  countries,  and  (3)  Consuls  in  for- 
eign countries.  The  accompanying  organization  chart  conveys 
a  good  idea  of  the  activities  of  the  new  department. 

The  department  not  only  collects  information  but  takes 
action  in  trade  matters.  Its  power  of  action  is  subject  to  two 
reservations :  When  a  piece  of  business  becomes  predominantly 
political  it  is  handed  over  to  the  Foreign  Office,  and  when 
special  subjects  such  as  commercial  treaties  arise  they  are  put 
in  charge  of  the  appropriate  departments  of  the  Foreign  Office 
and   the   Board   of  Trade.     There   are   sixteen   Trade    Com- 
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missioners  in  the  British  Empire  located  in  Canada,  Australia, 
South  Africa,  India,  New  Zealand,  West  Indies  and  the  Straits 
Settlements. 

How  Information  is  Distributed 

The  most  important  channel  of  confidential  distribution  is 
that  known  as  Form  K.  This  is  a  system  for  supplying  tra- 
ders and  manufacturers  with  information  in  regard  to  possible 
importers  in  certain  countries  of  goods  of  British  manufac- 
ture. The  form  contains  a  definite  set  of  questions  to  con- 
sular officers  which  entail  definite  and  short  answers  and 
provide  the  department  with  almost  complete  information 
with  regard  to  all  firms  in  a  consul's  district. 

Over  twelve  thousand  British  traders  have  already  been 
brought  into  contact  with  this  form.  The  problem  of  distri- 
bution of  the  form  was  solved  by  cooperation  with  the  Asso- 
ciation of  Chambers  of  Commerce  of  the  United  Kingdom  and 
the  Federation  of  British  Industries.  These  organizations 
have  undertaken  the  responsibility  of  communicating  the  in- 
formation to  every  interested  firm.  The  various  firms  who 
desire  to  benefit  under  the  scheme  have  been  doubly  checked 
before  admission,  by  their  respective  chambers  of  commerce, 
or  associations,  and  by  the  Department  of  Overseas  Trade. 
The  form  itself  makes  it  easy  for  the  chamber  or  the  associa- 
tion to  circulate  reports  only  to  those  firms  coming  within  the 
category  of  trades  referred  to  in  a  particular  report.  Secrecy 
is  obtained  by  a  declaration  that  the  information  receiv^ed 
will  not  be  passed  to  any  other  firm.  Form  K  is  not  intended 
to  take  the  place  of  commercial  travelers.  It  supplies  infor- 
mation of  a  preliminary  character  which  must  be  followed  up 
by  the  firms  who  are  interested.  The  Department  breaks 
up  the  ground,  but  the  traders  themselves  must  cultivate  it. 

The  Special  Register 

More  confidential  and  more  secret  is  the  next  channel — the 
Special  Register  which  is  kept  in  the  Department  for  the 
purpose  of  passing  on  to  firms  confidential  intelligence  of  a 
more  general  scope  than  that  jDrovided  under  Form  K.  While 
Form  K  is  confined  to  lists  of  firms  in  certain  foreign  coun- 
tries, with  relevant  information  relating  to  them,  the  infor- 
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mation  supplied  through  the  Special  Register  includes  open- 
ings for  trade  abroad;  reports  on  foreign  competition;  reports 
on  various  industries  in  countries  overseas,  and  on  general 
commercial  and  financial  conditions.  The  reports  on  particu- 
lar trades  or  markets,  which  are  obtained  from  time  to  time  as 
a  result  of  special  commercial  missions,  are  also  circulated  to 
firms  on  the  Special  Register.  When  necessary,  the  reports 
arc  supplemented  by  particulars  of  foreign  buyers,  import 
duties,  shipping  service,  and  any  other  item  which  has  an  im- 
portant bearing  on  the  subject  matter. 

Strong  Adinsory  Council 

It  is  recognized  that  any  organization  for  the  purpose  of 
fostering  the  trade  and  commerce  of  the  country  cannot  and 
should  not  deal  solely  with  economic  opportunities  abroad. 
Inquiries  in  overseas  markets  can  only  be  properly  directed 
and  the  result  adequately  utilized  in  the  light  of  a  full  knowl- 
edge of  industrial  requirements  and  industrial  capabilities  at 
home.  The  ideal  commercial  intelligence  department  of  any 
government  must,  therefore,  depend  for  efficient  working  as 
much  on  a  staff  of  experts  conversant  with  home  industries  as 
upon  well -trained  commercial  representatives  abroad.  The 
department  has  the  assistance  of  a  strong  advisory  council 
which  includes  Sir  Francis  Barker,  of  Vickers,  Ltd.,  represent- 
ing the  Federation  of  British  Industries ;  Sir  Algernon  F.  Firth, 
representing  the  Association  of  Chambers  of  Commerce  of  the 
United  Kingdom;  Colonel  Frank  Wedgwood,  Chairman  of  the 
Industrial  Council  for  the  Pottery  Trades;  Sir  George  A.  Bid- 
dell,  Chairman  of  the  Newspaper  Proprietors'  Association; 
Mr.  W.  H.  N.  Goeschen,  Director  of  the  British  Trade  Cor- 
poration, and  many  others. 

The  Department  of  Overseas  Trade  receives  from  its  com- 
mercial attaches  and  trade  commissioners  abroad  information 
on  foreign  and  colonial  contracts,  existing  and  probable  future 
demand  for  specific  lines  of  British  goods;  the  extent  and  nature 
of  competition  and  the  best  methods  of  meeting  it;  foreign 
methods  of  business,  terms  of  credit,  agency  conditions,  cus- 
toms regulations  and  tariffs,  regulations  covering  commercial 
tra\'clers,  certificates  of  origin,  sources  of  supply,  prices  rtc, 
of  trade  products,  shipping  and  transportation.      The  depart- 
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nient  also  supplies  lists  of  names  of  individuals  considered  suit- 
able to  act  as  representatives  or  agents  of  British  firms. 

Foreign  Sample  and  Catalog  Collections 

For  a  trader  to  compete  successfully  in  foreign  markets,  it 
is  necessary  that  he  should  know  the  goods  which  competitors 
are  offering.  The  department  has,  therefore,  formed  a  very 
extensive  collection,  which  is  being  constantly  increased,  of 
samples  of  foreign  competitive  goods  and  commercial  products. 
Over  seventy  thousand  such  samples  are  now  available  for 
inspection  by  British  traders  at  the  department's  showrooms 
in  London.  The  department  has  also  collected  over  sixteen 
thousand  foreign  catalogs  (including  German  and  Austrian), 
which  have  been  efficiently  indexed  under  both  articles  of 
manufacture  and  names  of  manufacturers. 

Trade  Fairs 

The  department  organizes  fairs  at  which  British  traders 
have  the  opportunity  of  displaying  their  goods  before  buyers 
of  all  nations.  At  the  best  known  of  these  fairs — the  British 
Industries  Fair  —  held  during  February  and  March,  1920, 
British  manufacturers  are  estimated  to  have  taken  orders 
amounting  to  over  ten  million  pounds  sterling.  Although  in 
reality  one  fair,  the  British  Industries  Fair  was  held  in  three 
towns,  London,  Birmingham  and  Glasgow.  The  London 
Fair  was  organized  by  the  Board  of  Trade,  while  the  fairs -in 
Birmingham  and  Glasgow  were  organized  by  the  municipali- 
ties under  the  auspices  and  with  the  support  of  the  Board. 
The  three  fairs  were  held  concurrently,  each  fair  represent- 
ing a  specific  group  of  industries,  and  no  one  industry  being 
permitted  to  exhibit  at  two  fairs.  In  this  way  the  foreign 
buyers  were  given  an  opportunity  to  see  at  one  time  an  enor- 
mous range  of  British  products. 

The  British  Industries  Fairs  are  not  exhibitions.  They  are 
annual  trade  fairs  to  which  admittance  is  restricted  to  bona- 
fide  trade  buyers  seriously  interested  in  the  participating  trades, 
and  admission  is  by  invitation  only.  Participation  in  the  fair 
is  confined  to  British  manufacturing  firms  whose  principal 
works  and  head  offices  are  situated  within  the  British  Empire 
and  which  are  not  controlled  by  foreign  interests.  Exhibitors 
are  not  permitted  to  exhibit  goods  other  than  those  they  actu- 
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ally  manufacture.  The  result  is  that  buyers  who  visit  the  fair 
know  that  no  article  shown  on  an  exhibitor's  stand  can  be  pur- 
chased elsew  here  in  the  fair,  while  the  exhibitors  on  their  side 
can  rely  on  the  fact  that  all  visitors  are  trade  buyers.  So  or- 
ganized, the  British  Industries  Fair  is  immeasurably  more 
valuable  to  both  exhibitors  and  buyers  than  a  fair  in  which 
the  same  article  may  be  shown  upon  man\'  exhibitors'  stands 
and  where  the  visitor  may  spend  much  of  his  time  in  compar- 
ing the  different  prices  at  which  it  can  be  purchased.  Another 
important  item  in  the  overseas  trade-extension  plans  of  the 
British  Government  is  the  proposal  to  send  touring  trade  ex- 
hibitions to  South  Africa,  Australia,  New  Zealand,  Canada, 
South  America  and  the  United  States. 

Go'vcnnneut  Scheme  for  Overseas  Credits 

Up  to  the  present  time  slow  progress  has  been  made  by  the 
British  government's  overseas  credit  scheme.  Of  the  twenty- 
six  million  pounds  authorized  by  Parliament  for  the  extension 
of  credits  to  impoverished  countries,  only  about  two  per  cent 
has  been  spent.  The  great  hindrance  so  far  to  a  wider  use  of 
the  funds  has  been  the  fact  that  raw  materials  and  foodstuffs 
are  excluded  from  its  operations.  It  would  appear  that  the 
only  practical  use  of  the  funds  is  in  the  covering  of  extraor- 
dinary risks,  as  the  British  banks  are  able  and  willing  to 
finance  reasonably  sound  export  business. 

The  scheme  originally  provided  for  an  advance  of  80  per 
cent  by  the  government  of  the  exporters'  costs.  An  amend- 
ment has,  however,  recently  been  made  to  increase  the  advance 
to  icx)  per  cent,  with  power  to  recover  as  to  20  per  cent  in  case 
of  bad  debts.  The  credit  will  run  for  two  years,  with  power 
of  extension  in  approved  cases.  Thus  the  traders'  risk  is  now 
limited  to  possible  loss  of  profits.  Officials  of  the  British  Board 
of  Trade  attribute  the  previous  lack  of  appreciation  of  the 
government's  credit  scheme  to  the  fact  that  British  manufac- 
turers were  crowded  out  with  orders  for  customers  at  home  and 
in  the  overseas  markets  who  were  in  a  position  to  pay  on 
delivery  of  the  goods.  That  being  so,  they  were  not  anxious  to 
seek  trade  where  the  customer  was  only  able  to  pay  for  his 
goods  in  heavily  depreciated  paper  currency,  since  if  payments 
were  based  on  the  ruling  rate  of  exchange  this  might  siiow  a 
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serious  loss  between  the  date  of  the  sale  and  the  receipt  of  the 
resultant  remittance  in  London. 

New  Markets  Necessary 

Now  that  manufacturers  have  satisfied  the  more  pressing 
demands  of  those  customers  who  are  willing  to  pay  in  sterling, 
they  are  looking  for  fresh  markets.  In  some  trades  the  slack- 
ening of  the  home  demand  and  the  falling  off  in  the  require- 
ments of  the  more  prosperous  foreign  countries  have  resulted 
in  an  accumulation  of  stocks  which  can  only  be  disposed  of 
with  difficulty  and  at  cut  prices.  Concurrently,  there  is  great 
need  in  certain  countries  of  Central  and  Eastern  Europe  of 
the  very  articles  of  which  there  is  a  glut  on  the  home  market. 
Among  the  requirements  of  these  countries  may  be  mentioned 
rolling  stock,  agricultural  implements,  machinery,  boots,  clothes 
and  other  necessaries. 

The  Countries  Included 

The  countries  so  far  included  in  the  scheme  are  Finland, 
Latvia,  Esthonia,  Lithuania,  Poland,  Czechoslovakia,  Jugo- 
slavia, Roumania,  Georgia,  Armenia  and  Bulgaria.  The  mar- 
kets of  these  countries  were  before  the  war  largely  monop- 
olized by  German  manufacturers,  and  many  British  traders 
are  now  endeavoring  to  secure  a  footing  in  these  markets,  pro- 
vided they  can  do  so  without  undue  risk.  All  of  these  coun- 
tries possess  great  natural  resources  and  large  and  industrious 
populations,  but  they  are  unable  to  buy  the  goods  they  require 
for  the  reorganization  of  their  transport  and  other  industries 
owing  to  the  depreciation  in  the  purchasing  power  of  their 
money.  The  Parliamentary  Secretary  of  the  British  Board  of 
Trade  explained  the  scheme  (as  originally  applied)  as  follows: 

"A,  we  will  say,  is  an  exporter  from  this  country;  B  is  an 
importer  in  Roumania.  A  wants  to  sell  to  somebody  in  Rou- 
mania a  machine  which  will  cost,  together  with  insurance, 
freight  and  commission,  £1,000.  If  he  cannot  get  credit 
through  his  banker,  or  in  any  other  way  and  wishes  to  take 
advantage  of  this  scheme,  B  would  be  introduced  by  his  banker 
to  the  Export  Credit  Department.  He  will  say  that  a  man 
in  Roumania  is  willing  to  buy  his  article  for,  say,  £1,200,  and  is 
willing  to  put  up  a  security'  through  his  bank  in  Roumania, 
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either  in  currency  or  in  some  other  form  of  security  which  is 
satisfactory-  to  our  agents,  and  to  repay  the  whole  amount  with 
interest  within  a  period  not  exceeding  three  years.  If  the 
Export  Department  is  satisfieil  by  their  own  agent  out  there, 
the)'  will  pay  an  amount  representing  80  per  cent — they  cannot 
go  beyond  that — of  the  cost  price,  including  freight,  insurance 
and  commission,  which  is  charged  to  the  exporter  in  order  to 
cover  the  expenses  of  the  department,  and  any  loss  which  the 
department  may  be  involved  in  owing  to  bad  debts.  When 
the  money  is  repaid  to  the  department,  as  it  comes  in  it  will  be 
paid  in  the  proportion  of  four-fifths  to  the  government  and 
one-fifth  to  the  exporter  until  the  government's  80  per  cent  is 
paid  off,  and  then  the  rest  goes  to  the  exporter." 

Largest  Private  Organhaiion 

In  the  summer  of  19 16  it  was  seen  that  British  manufacturers 
and  producers  required  the  coordinating  a.'^sistance  of  a  na- 
tional association  which  would  concentrate  and  weld  together 
the  efforts  which  each  trade  exerted  through  its  trade  associa- 
tion, so  that  manufacturers  might  be  enabled  to  speak  and  act 
in  a  manner  commensurate  with  their  .strength  and  importance. 
These  considerations  led  to  the  formation  of  the  Federation  of 
British  Industries.  The  support  of  the  leading  manufacturers 
and  producers  in  the  country  was  at  once  given  to  the  new  body, 
and  it  rapidly  succeeded  in  establishing  itself  as  the  only  or- 
ganization which  could  claim  to  represent  the  views  of  the 
manufacturing  section  of  the  communit)'  as  a  whole. 

In  November,  191 8,  the  British  Manufacturers'  Corporation 
— an  organization  of  300  British  firms  for  the  expansion  of 
export  trade — was  amalgamated  with  the  Federation.  Today 
the  Federation  of  British  Industries  is  in  direct  touch  with 
twenty  thousand  British  manufacturers  covering  ever\'  British 
industry,  and  includes  in  its  membership  two  hundred  trade  as- 
sociations. The  Federation  maintains  trade  commissioners  and 
representatives  in  Greece,  Turkey,  the  East  Indies,  Spain,  Por- 
tugal, Algeria,  Brazil,  Scandinavia,  Italy,  Holland.  Australia, 
Canada  and  New  Zealand ;  then  there  are  correspondents  in 
.\rgentina,  I*" ranee,  Cuba,  Mexico,  Finland,  South  China,  Japan 
and  Egypt.  While  the  I'^edcration  is  a  i>rivate  organization, 
it   maintains   very   close   relations   with   the   British    Board   of 
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Trade.  Like  the  latter  body,  it  also  organizes  expositions  in 
foreign  countries  and  in  England,  compiles  an  export  register, 
which  contains  lists  of  its  members  in  each  industry  and  minute 
details  of  the  lines  handled  by  them.  The  Federation  is  gov- 
erned by  a  Grand  Council  of  two  hundred  and  eleven  members, 
which  includes  the  leading  men  in  all  industries. 

Government  Committees  Recommend  Combinations 

There  is  at  the  present  time  in  every  important  branch  of 
industry  in  the  United  Kingdom  an  increasing  tendency  to  the 
formation  of  trade  associations  and  combinations,  having  for 
their  purpose  restriction  of  competition  and  the  control  of  prices. 
Many  British  associations  have  already  been  formed  which  deal 
with  raw  materials  or  intermediary  products,  and  there  are 
others  which  have  to  do  with  finished  goods.  These  associa- 
tions occupy  a  prominent  position  in  the  iron  and  steel,  ship- 
building, electrical,  chemical,  soap,  tobacco,  silk,  salt,  cement 
and  textile  industries. 

Sir  R.  V.  Vassar  Smith,  Chairman  of  Lloyd's  Bank,  ex- 
pressed the  opinion  of  the  British  bankers  regarding  this 
movement  in  a  speech  in  which  he  declared  that 

the  day  of  small  industries  on  individual  lines  is  gone.  Our  mannfaeturers 
and  traders  must  organize  for  united  effort.  This  will  have  the  eloa«3t  bear- 
ing on  questions  of  finance.  An  unstable  unorganized  industry  is  the  despair 
of  bankers.  An  industry  organized  on  large  lines  has  seldom  lacked  finaiicial 
support  in  England. 

The  various  committees  of  the  British  Board  of  Trade, 
formed  to  investigate  specific  trades,  all  urged  the  necessity  for 
powerful  industrial  combinations.  The  conclusions  reached  by 
these  government  committees  were  admirably  summed  up  in 
the  final  report  presented  to  Parliament  of  the  Committee  on 
Commercial  and  Industrial  Policy  After  the  War,  in  which 
we  find  the  following: 

From  the  evidence  before  us  it  appears  that  British  manufacturers  and 
merchants  as  a  class  are  not  disposed  to  doubt  their  ability  to  maintain  and 
extend  their  business,  if  they  are  left  untrammelled;  there  is,  of  course,  a 
real  danger  that  consolidation  and  combination  may  not  only  tend  to  diminish 
that  individual  initiative  and  enterprise  to  which  the  progress  of  British 
manufacture  and  industry  has  been  largely  due,  but  may  also  be  carried  to 
a  point  at  which  it  becomes  inimical  to  the  general  interests  of  the  country 
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as  H  whole;  and  in  some  branches  of  production  and  distribution  there  maj 
bo,  and  probably  is,  little  need  for  any  substJintial  changes  in  organization. 
Xevortholi'KS  there  is  a  considerable  Inxly  of  opinion,  with  which  we  are  in 
genenil  agreement,  that  the  individual  manufacturer  and  merchant  will  find 
it  increaBingly  difficult  to  keep  abreast  of  techniwd  progress  and  to  meet 
eflfectively  the  comi>ctition  of  powerful  foreign  consolidations  and  combina- 
tions, operating  as  these  do  under  a  single  guidance  and  with  great  financial 
resources.  It  is  in  our  view  necessary  that  in  some  important  directions  the 
individualistic  methods  hitherto  mainly  adopted  should  l>e  supplemented  or 
entirely  replaced  by  cooperation  and  coordination  of  effort  in  respect  of  (1) 
the  securing  of  supplies  or  materials,  (2)  production,  in  which  we  include 
stiindardization  and  scientific  and  industrial  research,  and  (3)  marketing. 
We  approve  of  combinations  amongst  manufju-turers.  All  such  combinations 
should,  where  necessary,  be  legalized,  so  as  to  be  enforceable  between  mem- 
bers. We  think  that  combinations,  to  be  useful  to  the  trade  of  the  country, 
should  be  upon  lines  aimed  <at  coordinating  production,  promoting  efficiency, 
economizing  waste,  promoting  home  trade,  facilitating  export  trade,  and  uni- 
fying selling  arrangements.  The  ideal  at  which  trade  combinations  should 
aim  is  the  maximum  of  production  at  the  minimum  of  cost. 

A  Broad-Gauge  Policy 

Our  success  in  taking  the  place  that  rightfully  belongs  to  us 
in  the  markets  of  the  world  will  depend  largely  on  our  readi- 
ness to  follow  a  broad-gauge  policy.  The  foreign  field  must 
no  longer  be  regarded  as  an  outlet  for  our  surplus  products  or 
as  a  convenient  cemetery  for  our  manufacturing  mistakes. 
Foreign  markets  cannot  be  neglected  when  domestic  demands 
are  attractive  and  then  recaptured  just  when  they  arc  needed. 

In  this  connection — and  especially  at  this  time — it  is  significant 
that  none  of  the  British  combinations  of  manufacturers  formed 
principally  for  export  trade,  have  in  any  sense  let  up  on  their 
foreign  campaigns.  The\'  have  been  cementing  their  foreign 
connections  during  the  time  when  it  has  been  impossible  to  fill 
orders,  and  with  great  vigor  and  determination  have  been 
planning  to  make  the  British-controlled  enterprise  and  the 
British-made  product  more  widely  known  over  the  world  than 
before. 

They  have  found  it  just  as  difficult  as  American  exporter.'i 
have  found  it  to  get  cash  from  European  buyers,  and  have  suf- 
fered more  intensive  production  handicaps  during  the  last  fi\c 
years  than  have  American  producers.  But  the  Britisher  ha> 
learned  by  long  experience  that  periods  of  economic  depression 
are  good  times  in  which  to  lay  the  foundation  abroad  for  future 
business,  and  he  has  learned  to  wait. 
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OF  OUR  GOVERNMENT 

W.  W.  NICHOLS 

Assistant  to  the  President,  Allis-Chalmers  Manufacturing  Co., 

New  York  City 

AFTER  the  great  soul-stirring  public  demonstration 
which  swept  us  into  the  World  War,  it  seems  strange 
— indeed  incredible — that  any  of  us  can  continue  to 
have  any  abiding  faith  whatever  in  a  national  isolation — in  our 
insularity.  Unfortunately,  however,  we  have  daily  evidence 
that  most  of  us  need  to  readjust  our  ideas  and  be  convinced  by 
a  war's  experience  that  the  well-being  of  every  nation  may 
depend  upon  its  foreign  relations — or,  to  be  more  specific,  our 
national  welfare  may  be  commensurate  with  the  magnitude  of 
our  foreign  trade.  Until  our  people  has  a  fixed  opinion  in 
this  regard,  there  can  be  no  proper  appreciation  of  the  im- 
portance of  any  foreign  service  our  government  renders. 

The  necessity  of  reorganizing  our  foreign  departments  is  so 
impressed  on  the  judgment  of  their  respective  officers  them- 
selves that  early  modifications  in  the  present  organization  can 
be  anticipated.  But,  if  these  changes  are  to  be  more  than 
merely  partisan  expedients  and  therefore  temporary,  they 
must  be  shaped  by  a  determined  public  sentiment.  Public 
opinion  must  certainly  be  taught  to  appreciate 

First,  the  supreme  need  of  a  foreign  trade; 

Second,  the  relation  of  government  to  it;  and 

Third,  the  nature  of  present  defects  in  our  government  ser- 
vice in  order  to  legislate  the  remedy. 

We  in  the  United  States  are  not  alone  in  manifesting  dis- 
satisfaction with  governmental  service  abroad.  Even  Great 
Britain,  always  a  leading  foreign  trader,  has  recently  instituted 
marked  changes  calculated  to  better  promote  such  trade  "  under 
new  world  conditions  "  which  part  of  its  public  opinion  still 
considers  an  experiment.  France  and  Italy  have  reorganized 
and  expanded  their  respective  services  in  certain  essential  fea- 
tures and  Germany,  which  long  ago  disapproved  its  pre-war 
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foreign  service,  will  doubtless  seek  its  future  foreign  trade  actu- 
ated by  principles  differing  from  those  which,  under  the  Kaiser, 
contributed  to  such  a  world-wide  antagonism. 

It  should  be  noted  that  present  plans  of  reorganization  ac- 
knowledge the  principle  that  trade  forms  the  basis  for  every 
international  relationshiji — is,  in  fact,  its  raison  d'etre.  From 
which  it  is  to  be  inferred  that  much  of  the  difficulty  which 
now  militates  against  the  usefulness  of  our  foreign  service  is 
due  in  no  small  part  to  the  preeminence  given  diplomatic  pro- 
cedure in  the  State  I)e{)artment.  Is  not  that  dej)artment  too 
much  concerned  with  the  promotion  of  "  secret  diplomacy  ", 
almost  to  the  exclusion  of  consideration  of  trade?  When,  as  a 
matter  of  fact,  its  foreign  business  should  be  altogether  collat- 
eral to  building  up  a  fair,  honest  commercial  reciprocity-. 
Our  perspective  should  be  reversed  ;  Foreign  Trade,  not  Diplo- 
mac>',  belongs  in  the  foreground,  while  Diplomacy  stands  in 
the  background  ready  to  support  and  protect  Foreigti  Trade 
and  to  act  when  such  Trade  meets  foreign  interference.  In- 
stead, Trade  is  subordinated — scorned,  perhap>s,  as  mere 
"  dollar  diplomacy " — in  the  ordinary  calculations  of  the 
State  Department,  with  the  inevitable  result  that  lack  of  re- 
spect for  commerce  between  nations  induces  a  frequent  neglect 
of  our  best  interest.  As  a  fair  example  in  support  of  our 
contention,  the  latest  case  disclosed  to  our  personal  knowledge 
deserves  mention ;  it  is  not  an  exception  but  accords  with  a 
condition  of  service  which  actually  retards  our  national 
progress : 

November  13,  1919,  our  Consul  General  at  Paris  wrote  the 
Director  General  of  the  French  Customs  suggesting  the  ex- 
emption from  dut>'  of  catalogs  and  other  trade  printed  mat- 
ter of  the  United  States  sent  to  that  consulate. 

November  24,  the  Director  General  replied  in  effect  that 
such  exemption  would  be  granted  in  return  for  similar  treat- 
ment of  publications  destined  for  the  use  of  French  consular 
officers  in  the  United  States — a  plain  jHoposition  for  reciprocity'. 

December  30,  our  Consul  General  wrote  the  State  Depart- 
ment explaining  the  pro[)()sition. 

February  19,  1920,  the  Second  Assistant  Secretary  of  State 
asked  the  Secretar\-  of  the  Treasur\-  for  advice  as  to  the  law 
and  regulation  in  the  matter. 
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March  i6,  nearly  a  month  later,  the  Assistant  Secretaiy  of 
the  Treasury  replied  to  the  Secretary  of  State  by  reference  to 
paragraphs  in  the  statute,  which  must  have  been  familiar  to 
every  official  of  any  importance  in  the  State  Department,  and 

August  24,  more  than  five  months  later,  the  State  Depart- 
ment advised  our  Consul  General  at  Paris  of  the  opinion  of 
the  Treasury  Department. 

In  short,  this  matter  of  considerable  importance  to  American 
business  men  who  are  maintaining  or  attempting  to  develop 
markets  in  France  consumed  over  nine  months  after  the  ori- 
ginal inception. 

The  theor}^  has  been  advanced  that  the  weak  coordination 
of  administration  between  the  State  and  Commerce  Depart- 
ments arises  among  the  rank  and  file  and  from  a  lack  of  under- 
standing in  each  department  of  the  distinguishing  features  of 
the  other's  function ;  it  has  been  suggested  that  this  difficulty 
be  overcome  by  a  wise  interchangeability  during  advancement 
from  position  to  position  in  the  two  departments  so  as  to  evolve 
a  "  proper  appreciation  by  the  commercial  agent  of  the  claims 
on  the  diplomat  and,  vice  versa,  similar  appreciation  of  com- 
mercial needs  by  the  diplomat  himself  ". 

To  make  an  organization  effective,  first  consideration  should 
be  given  to  the  principles  that  shall  control.  This  was  the 
course  taken  in  a  presentation  on  "  The  Reorganization  of  the 
Foreign  Service  of  our  Government  "  before  the  Seventh  Na- 
tional Foreign  Trade  Convention  recently  held  at  San  Francisco 
— a  presentation  which  was  endorsed  by  a  joint  committee  of 
the  National  Foreign  Trade  Council,  the  American  Manu- 
facturers' Export  Association  and  the  National  Civil  Service 
Reform  League.  Every  argument  pointed  a  plea  for  the 
education  of  our  public  opinion  because  under  our  form  of 
government  such  opinion,  when  fixed  in  its  determination  and 
then  jealous  of  its  prerogative,  can  and  will  assert  itself  in 
producing  the  necessarj^  federal  legislation.  My  effort  today 
offers  no  modification  of  the  thought  expressed  at  San  Fran- 
cisco; it  seeks  rather  to  amplify. and  confirm  such  thought.  I 
sought  to  prove  there  that  under  the  pressure  of  events  public 
indifference  conspires  seriously  to  weaken  the  integrity  of  such 
service  as  we  have  which  is  imperatively  required  to  form  the 
nucleus  of  our  reorganization.     Congressional  failure  to  pay 
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salaries  on  a  living  basis  makes  it  difficult  ft)r  the  government, 
in  competition  with  private  enterprise,  to  retain  much  of  the 
fine  talent  it  has  developed  by  years  of  opportunity-  and  exi>eri- 
ence.     To  quote  somewhat  at  length  from  the  above  address: 

"  The  whole  success  of  our  organization  awaits  our  ability 
to  create  a  career — such  as  to  attract  the  intelligence  of  our 
land  and  hold  it  enthusiastically  for  life  to  the  privileged  per- 
formance of  a  patriotic  ser\ice  that  shall  not  entail  the  great 
and  sometimes  impossible  sacrifice  that  now  obtains.  The 
present  flood  of  resignations,  depriving  the  foreign  depart- 
ments of  the  Government  of  capable  men  trained  by  special  ex- 
perience, furnishes  us  much  food  for  thought.  The  present 
emoluments  and  prospects  are  not  only  inadequate,  they  are 
unfair  and  unreasonable.  There  should  be  provided  immedi- 
ately salaries  commensurate  with  the  duties  performed,  with 
prospects  of  promotion  and  pensions  to  incite  at  all  times  dili- 
gent attention  and  initiative.  Business  executives  are  sensible 
to  the  extreme  difficulty  of  organizing  a  personnel  chosen  for 
its  special  fitness  to  perform,  and  the  ease  with  which  such  an 
organization  can  be  broken  and  dissipated.  They  know  too 
well  that  the  destruction  of  manufacturing  plants  and  equip- 
ment can  be  quickly  remedied  while  the  dispersion  of  the  in- 
telligence and  skill  that  make  such  plants  productive  is  in- 
deed irreparable." 

Contentment  and  satisfaction  in  position,  resp>onsibilities, 
pride  of  accomplishment  and  prospects  are  the  requisites  of 
such  a  career  if  it  is  to  command  the  standard  of  intelligence 
we  should  insist  upon.  Pride  cuts  a  large  figure  and  we  should 
feel  the  need  of  having  abroad  as  representatives  of  our  be- 
loved nation  picked  men  of  high  ideals,  trained  competently  to 
meet  any  international  emergency  that  can  affect  us.  The  pros- 
pects of  promotion  into  positions  of  increasing  importance, 
should  inspire  a  feeling  in  the  minds  of  the  personnel  that  the 
rewards  of  their  good  service  extend  e\en  unto  ambassador- 
ships.    We  need  to  amend  our  views  in  this  latter  respect. 

Most  of  us  believe  that  efficiency  of  service  depends  on  civil 
service  regulation.  Such  regulation  now  protects  all  posi- 
tions below  the  grade  of  ambassador  and  minister,  who  are 
exempt  because  they  are  the  personal  representatives  abroad 
of  the  President — a  temporar\'  executive.      By  comparison  w  ith 

'(306) 


No.  2]  ORGANIZATION  OF  THE  FOREIGN  SERVICE  165 

other  nations  this  exception  has  proven  an  unfortunate  weak- 
ness in  our  diplomatic  service,  although  it  appears  at  first  sight 
to  be  inherent  in  our  form  of  government.^  But  it  will  be 
different,  when  the  President  has  a  large,  highly  trained  per- 
sonnel, from  which  to  choose  his  appointees.  Under  such  cir- 
cumstances, no  President  could  successfully  withstand  the  pub- 
lic criticism  that  would  assail  appointments  which  disregard 
this  advantage;  particularly  when  the  nation,  jealous  of  its 
reputation  abroad  and  convinced  that  reputation  reflects  on  the 
character  of  foreign  trade,  will  not  suffer  uncomplainingly  any 
but  demonstrated  fitness  to  occupy  high  commissions. 

No  career  in  government  service  is  so  beset  with  perplexities 
that  invoke  the  exercise  of  high  intellect  as  an  active  service 
abroad  on  behalf  of  a  nation's  need.  It  requires  quick  adapt- 
ability to  new  environment  with  a  constant  reference  to  possible 
misunderstandings  that  arise  from  racial  differences  in  tem- 
perament, thought-methods,  moral  training  and  hereditary  pre- 
judice. It  requires  a  mind  with  a  vision  to  excite  the  admira- 
tion and  respect  of  our  foreign  cooperators  in  the  promotion  of 
peace  and  good  will.  Such  accomplishments  wait  on  educa- 
tion, and  an  education  specially  addressed  to  the  cultivation 
of  just  such  qualities  of  mind  and  heart. 

As  a  nation  we  have  publicly  proclaimed  our  faith  in  demo- 
cratic ideals  that  forbid  government  without  the  consent  of  the 
governed,  a  state  that  invokes  the  evils  of  military  domination ' 
— principles  we  so  conspicuously  enunciated  during  and  since 

1  A  recent  statement,  issued  by  the  Committee  on  Foreign  Service  of  the 
National  CivU  Service  Eeform  League,  advocates  the  entire  elimination  of 
political  consideration  and  the  application  of  the  merit  system  to  all  appoint- 
ments and  promotion  in  the  foreign  service.  The  Committee  publishes  in 
this  connection  a  eompjlrative  table  showing  the  diplomatic  experience  of  the 
representatives  of  France,  Great  Britain  and  the  United  States  at  the  im- 
portant European  posts  when  the  European  war  broke,  which  presents  a 
rather  startling  commentary  when  we  consider  aJl  that  may  now  be  involved 
in  it.  Whereas  it  shows  that  diplomatic  representa-tives  of  the  United  States,. 
with  one  exception,  had  no  previous  diplomatic  experience,  such  experience 
of  other  representatives  ranged  from  ten  to  thirty-nine  years.  Your  Com- 
mittee opines  that  public  sentiment  will  regulate  this  with  as  reasonable 
satisfaction  as  it  now  does  in  other  presidential  appointments  to  technical 
positions  in  the  governmental  service  and  eventually  the  Senate  can  be  relied 
upon  to  protect  the  nation's  need  in  this  particular.  (1919  Report  Ameri- 
can Manufacturers'  Export  Association,  page  236.) 
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the  war.  Excellent  precepts,  witiiout  an  example!  With  fine 
inconsistency  we  regularly  submit  to  liberal  appropriations  for 
military  j)urposes  while  we  practice  jjarsimony  in  dealing  with 
jjcace  measures.  When  we  reflect  that  appropriations  for  our 
army  and  na\ y  projects  exceed  over  sixty  times  those  on  be- 
half of  peace  serxice,  we  should  stop  to  consider  whether  it  is 
not  high  time  to  trust  the  arts  of  peace  to  forestall  the  prose- 
cution of  war.  When  one  digests  the  disclosures  of  the  many 
books  of  sundr\'  colors,  so  promptly  issued  after  August,  1914, 
by  each  warring  nation  in  order  to  prove  it  a  victim  of  circum- 
stance, he  cannot  but  wonder  whether  a  wiser  functioning  under 
a  better  cooperation  of  the  foreign  dej^artments  of  said  nations 
might  not  have  actually  prevented  the  great  war.  Is  it  not  true 
that,  in  general,  the  extinction  of  the  initial  spark  of  misunder- 
standing, which  is  the  stern  duty  of  every  foreign  representa- 
tive, is  the  great  preventive  of  war's  conflagrations?  Again  is 
indicated  the  great  need  of  a  highly  specialized  education. 

At  San  Francisco  the  hope  was  expressed  that  some  tim.e  our 
federal  goxernment  will  have  for  peace  promotion  a  third  edu- 
cational institution  as  well  qualified  to  fulfill  its  destiny  as  the 
academies  at  West  Point  and  Annapolis  have  been  in  the  in- 
tensive training  of  our  youth  for  war.  These  academies  have 
long  been  noted  for  their  preeminence  in  the  educational  field 
and  furnish  a  fine  demonstration  of  the  possible  efficacy  of 
governmental  administration  in  the  development  and  main- 
tenance of  high  efficiency  in  a  special  service.  To  profit  by  this 
example  there  should  be  established,  under  similar  govern- 
ment auspices,  a  Foreign  Service  Academy  to  operate  in  prin- 
ciple on  behalf  of  our  foreign  departments  and  peace,  exactly 
as  West  Point  and  Annapolis  do  for  the  army  and  na\y  on 
behalf  of  war.  Analagously,  graduates  of  the  Foreign  Ser- 
vice Academy,  in  return  for  an  extraordinary  mental  discipline 
provided  by  the  nation  contract  to  enter  government  ser- 
vice for  a  stipulated  term  of  years  with  the  ordinarx-  expectation 
that  thus  the\-  begin  a  career  for  life. 

Reference  was  made  at  San  F'rancisco  to  certain  admirable 
reports  submitted  to  Congress  by  ex-Secretaries  Lansing  and 
Redfield,  and  man\-  of  the  proposals  set  forth  were  suggested  by 
the  disclosures  the)'  made.  For  example,  special  attention  was 
directed  to  the  serious  absence  of  team-work  as  indicated  by 
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the  attempted  independent  operations  in  our  foreign  service 
of  fourteen  distinct  governmental  departments,  which,  accord- 
ing to  Mr.  Redfield,  "  worked  separately,  each  in  large  part 
unaware  of  what  the  other  is  doing  ".  A  condition,  both  ridi- 
culous and  incredible  to  any  business  man  who  has  been  an 
organizer!  He  will  know  how  seriously  his  foreign  commerce 
is  thus  jeopardized  and  he  will  prescribe,  as  the  one  logical 
remedy,  the  combination  of  all  activities  of  the  government 
abroad  under  one  supervision.  He  will  insist  on  reconciling 
present  fine  distinctions  between  the  State  and  Commerce  De- 
partments which  hinder  the  best  service  in  what  both  should 
recognize  as  a  common  cause.  He  understands  the  wisdom,  by 
some  practical  interchangeability,  of  fixing  in  the  minds  of  all 
agents  abroad,  and  thereby  often  removed  from  immediate 
supervision,  a  full  knowledge  of  the  effect  each  has  on  an- 
other's exertions  in  the  public  interest. 

In  again  directing  attention  to  this  condition  I  bear  in  mind 
the  earnest  effort  in  coordination  made  at  Washington  by  means 
of  the  so-called  Economic  Liaison  Committee  initiated  by  the 
Secretary  of  State  in  March,  19 19.  This  committee  attempts 
cooperation  by  agreement,  which,  experience  has  shown,  will 
operate  only  so  long  as  it  suits  the  individual  ideas  of  the 
members  of  the  committee,  who  are  subordinates  in  their  re- 
spective departments.  This  latter  circumstance  makes  their 
deliberations  little  more  than  expert  surveys,  the  findings  of 
which  will  usually  be  too  slow  for  commercial  effect.  As  al- 
ready intimated,  the  one  efficacious  remedy  is  to  consolidate 
administration  in  order  to  fix  responsibility  and  bring  all  dis- 
cordant elements  under  one  rule  of  procedure. 

We  need  one  Foreign  Service  Board  with  broad  powers  of 
direction,  supervision  and  appointment  as  well  as  to  act  in  an 
advisor}''  capacity  to  the  President  and  Congress.  This  Board 
should  contain  the  Secretaries  of  State  and  Commerce  as  ex- 
officio  members  and  a  sufficient  number  of  appointees  of  long 
overlapping  terms  of  office  to  insure  neutralizing  the  possible 
partisan  attitude  of  ex-officio  members;  for  obvious  reasons, 
the  Secretary  of  State  should  be  chairman.  It  is  to  be  hoped 
that  this  suggestion  will  not  be  dismissed  on  the  ground  that  it 
savors  of  bureaucratic  government.  It  is  rather  government 
by  commission,  which  has  proven   unusually  successful  elsc- 
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where  in  occupations  resembling  our  foreign  service,  where  tlie 
coordination  of  many  functions  is  the  controlling  desideratum. 
It  has  been  proposed  also  to  meet  the  situation  by  providing 
another  Cabinet  officer — a  Sccretarv'  of  Foreign  Commerce — 
to  take  charge  of  our  government's  relations  to  foreign  trade. 
This  proposal  fails  to  meet  the  greatest  difficulties  now  extant, 
in  that  the  State  Department  will  even  then  continue  to  inflict 
on  trade  promotion  and  information  the  influence  of  that  slow 
deliberation  watchful  diplomacy  entails. 

In  closing  I  should  be  derelict  to  my  subject  if  I  failed  to 
sound  again  a  vigorous  protest  against  a  practice  that  must 
cease  or  our  reorganization  fails.  To  quote  again  a  former 
address : 

"  Our  failure  to  provide  official,  residential  and  administra- 
tive quarters  abroad  forms  a  shameful  commentar\-  on  our 
national  perceptions  and  reflects  an  indifference  we  may  not 
feel  toward  foreign  nations  whose  friendships  we  seek.  Our 
good  sense  in  this  respect  might  be  everywhere  impugned  were 
it  not  for  an  extraordinary  test  of  eligibility  our  Presidents 
have  been  able  to  apply  in  making  appointments.  To  impose 
on  the  private  wealth  of  individuals  the  burden  of  supporting 
our  position  abroad  is  as  unseemly,  inconsistent  and  absurd  as 
it  is  unjust  to  everybody  concerned,  both  the  President  and 
his  appointee.  Such  a  course  should  humiliate  our  national 
pride.  Any  reorganization  plan  demands  the  adoption  of  a 
proper  policy  in  this  regard,  for  otherwise  we  cannot  deter- 
mine any  consistent  schedule  of  salaries  until  we  eliminate 
from  the  calculation  ever\'  item  of  expense  necessary  to  uphold 
our  national  dignity  and  prestige. 

"  This  in  effect,  and  more,  has  been  said  time  and  again 
without  making  much  imjjression,  simply  because  we  have 
never  had  a  decided  public  appreciation  in  this  countr}-  of  any 
normal  need  beyond  the  limits  of  our  commonwealth." 
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PROFESSIONAL  TRx^INING   FOR   LEADERSHIP   IN 
FOREIGN  TRADE 

EVERETT  W.  LORD 
Dean,  the  College  of  Business  AdmiHistration  of  Boston  University 

THERE  was  a  time  when  Americans  held  undisputed 
leadership  in  foreign  trade.  That  was  in  the  golden 
era  when  the  clipper  ships  of  Salem  and  Marblehead 
•carried  the  American  flag  to  the  Orient  and  to  lands  south  of  the 
equator  and  exchanged  American  goods  for  exotic  products. 
The  energetic  young  men  of  the  Atlantic  seaboard  looked  to 
the  ocean  for  their  careers  and  by  their  ability  and  industry 
enriched  themselves  and  brought  prosperity,  if  not  affluence,  to 
Yankee  ports.  They  learned  their  business  through  the  direct 
method — in  the  school  of  experience,  under  the  guidance  of 
shrewd  and  far-seeing  men  who  had  personally  developed  the 
ocean  trade.  They  were  masters  of  every  phase  of  the  busi- 
ness, for  their  success  depended  upon  their  own  skill;  their 
responsibilities  could  neither  be  transferred  nor  avoided. 

We  delight  to  dwell  on  the  exploits  of  those  glorious  days, 
but  at  this  time  we  may  allow  ourselves  to  consider  them  only 
to  see  what  we  can  learn  from  them.  We  are  concerned  not 
with  history  and  legend,  but  with  precepts  and  pedagogic  prin- 
ciples. And  we  can  learn  much  from  a  study  of  the  ways  of 
the  clipper  merchants — much  that  may  help  us  to  map  out  our 
college  programs  and  direct  the  study  of  modern  merchants. 

The  foreign  trader  of  the  early  nineteenth  century  began  his 
career  as  a  boy ;  the  community  into  which  he  was  born  was 
dependent  for  its  very  existence  on  overseas  commerce  and 
nature  all  but  placed  the  boy  in  the  forecastle,  from  which 
his  innate  qualities  for  leadership  soon  put  him  on  the  quarter 
deck.  He  had  no  assistance  from  chambers  of  commerce  or 
international  banks,  little  help  from  large  business  houses  and 
slight  backing  from  his  government ;  he  had  to  rely  upon  his 
own  ability  in  selecting  his  cargo  for  export,  in  transporting  it 
to  the  antipodes,  in  finding  his  market  and  exchanging  his 
goods  for  goods  to  be  sold  at  a  profit  in  America.     No  cable 
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service  enabled  him  to  seek  advice  in  advance  or  refer  difficult 
questions  to  the  home  firm.  He  must  himself  decide  all  matters 
and  must  therefore  be  a  real  master  of  every  detail  of  his 
profession. 

One  reason  for  our  retrogression  in  foreign  commerce  has 
been  that  so  few  of  our  present  generation  have  looked  upon 
it  as  a  life-work  or  have  been  able  to  acquire  the  complete  pro- 
fessional knowledge  that  is  so  essential  to  success.  The\'  have 
seldom  begun  at  an  early  age  and  devoted  themselves  to  the 
study  and  practice  of  foreig^n  commerce.  In  short,  they  have 
not  become  masters ;  there  ha\e  been  too  few  leaders  and  too 
little  opportunity  to  get  training  for  leadership.  That 
deficiency  we  are  now  striving  to  overcome.  The  leaders  in 
foreign  trade,  gathered  at  the  seventh  national  foreign  trade 
convention  in  San  Francisco  last  May,  in  the  final  declaration 
of  the  convention  spoke  as  follows  regarding  scientific  educa- 
tional preparation  for  foreign  trade: 

Only  in  such  measuro  as  we  equip  our  business  agents  and  official  represen- 
tatives with  accurate  knowledge  of  foreigu  markets,  with  practical  knowl- 
edge of  foreign  languages  and  with  a  wide  knowledge  of  the  economic,  social 
and  j>olitical  conditions  prevailing  among  the  peoples  of  other  lands,  may  we 
expect  them  effectively  to  represent  us  in  official  life  or  successfully  promote 
the  expansion  of  our  commerce. 

The  convention,  therefore,  emphasizes  the  need  of  scientific  educational 
preparation  for  overseas  commerce  by  which  the  youth  of  the  land  may  be 
fitted  to  cope  with,  and  solve  intelligently  the  problems  growing  out  of  our 
increased  participation  in  international  affairs.  Such  training  is  an  essential 
and  fundamental  factor  in  any  successful  foreign  trade  policy. 

Many  agencies  are  taking  part  in  the  eflFort  to  provide  pro- 
fessional training.  The  government  is  publishing  books  and 
documents  and  suggested  courses  of  study.  Influential  social 
and  commercial  organizations,  like  the  National  Foreign  Trade 
Council  and  the  Academy  of  Political  Science,  are  procuring 
and  publishing  material  of  inestimable  value  to  the  student. 
Great  banks  are  conducting  cla.sses  for  their  own  employees  and 
issuing  valuable  literature  to  help  others.  Scores  of  maga- 
zines and  newspapers  are  devoted  either  entirely  or  in  part  to 
advancing  the  interests  of  the  foreign  trader.  .And  last,  as  is 
usually  the  case,  our  schools  and  colleges  have  realized  some- 
thing of  the  need,  and  are  offering  courses  of  widely  differing 
value,  but  all  intended  to  make  available  some  degree  of  train- 
ing for  the  \oung  man  who  turns  to  foreign  commerce. 
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If  we  are  to  have  professional  training  on  a  par  with  that 
for  other  careers,  the  place  for  it  is  in  the  schools.  That  is 
the  custom  of  America  from  which  we  cannot  well  depart.  The 
banks  and  business  houses  may  continue  to  give  specialized 
training  to  their  own  employees,  but  they  have  a  right  to  ask 
that  the  fundamentals  shall  be  taught  in  the  schools  and  col- 
leges which  claim  to  provide  for  the  educational  needs  of  the 
generation.  Recognizing  this  fact,  there  has  been  a  general 
attempt  to  meet  the  demand,  but  the  schools  have  found  the 
problem  a  difficult  one.  They  have  not  known  just  what  to 
teach  nor  where  to  find  the  teachers,  and  in  consequence  many 
of  the  courses  of  study  might  remind  one  of  the  optimistic 
suggestion  of  the  ship-wrecked  sailor,  "  If  we  had  some  eggs, 
we  could  have  some  ham  and  eggs,  if  we  had  the  ham."  Lack- 
ing the  empirical  ham  and  the  pedagogic  eggs,  the  programs 
presented  by  some  institutions  have  not  provided  nutriment 
sufficient  to  arouse  unbounded  enthusiasm.  The  schools,  I 
hasten  to  say — for  I  am  a  school  man  and  jealous  of  the  good 
name  of  our  institutions  of  learning — the  schools  are  not  to 
blame.  They  could  not  make  bricks  without  straw.  They 
were  like  ships  sailing  in  the  fog  with  the  hope  of  being  saved 
from  accident  rather  by  the  beneficence  of  Providence  than  by 
virtue  of  their  own  efforts.  They  lacked  even  the  compass 
and  the  chart  and  but  dimly  realized  to  what  port  they  were 
bound. 

A  comparison  of  the  courses  of  study  in  foreign  trade,  as 
presented  in  leading  American  colleges  and  universities,  shows 
that  instruction  is  being  given  in  methods  of  selling  American 
goods  abroad — something  of  advertising  and  creating  a  de- 
mand; that  the  paper-work — foreign  trade  technique — has  an 
important  place;  that  foreign  exchange  and  foreign  credits 
are  studied.  There  are  courses  in  ocean  transportation,  meth- 
ods of  shipping  goods,  in  foreign  tariffs  and  foreign  markets. 
All  these  things  are,  of  course,  necessary.  Some  opportunity 
is  given  to  study  foreign  languages,  although  here  the  courses 
are  often  glaringly  superficial.  Our  American  business  men 
are  weak  in  languages  and  that  weakness  too  frequently  is  fatal. 
A  few  days  ago  I  saw  in  Havana  a  circular  issued  by  an  Ameri- 
can automobile  manufacturer.  It  was  a  beautiful  specimen  of 
the  printer's  art,  but  its  language  attracted  much  more  atten- 
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tion  than  liid  its  artistic  qualitv.  The  automobile  was  desig- 
nated, on  the  cover,  as  "  El  Carro  de  Lujun'a" — obviously  an 
attempt  at  calling  it  "  The  Car  of  Luxury."  One  need  only 
consult  a  Spanish  dictionary  and  note  that  "  lujun'a  "  means, 
not  luxury,  but  lust,  to  realize  somewhat  of  the  effect  of  that 
label  on  the  mind  of  the  prospective  customer. 
'  Americans  are  not  alone  in  their  faulty  use  of  a  foreign 
language ;  we  are  all  familiar  with  the  bad  English  sometimes 
used  by  foreigners,  but  its  seems  to  be  particularly  difficult  to 
induce  an  American  to  believe  that  facility'  and  felicit\'  in  the 
use  of  Spanish  or  French  or  Swedish  is  of  first  importance  for 
the  man  who  desires  to  deal  with  the  people  speaking  those 
languages.  Such  facility  cannot  be  acquired  in  a  course  of 
twenty  lessons  without  a  master,  nor  even  in  a  college  course 
of  two  hours  a  week  for  one  or  two  years. 

If  I  ma}'  criticize  the  courses  of  study  generally  offered  in 
colleges,  I  would  point  out  that  they  largely  look  in  one  di- 
rection— that  of  selling  American  products;  they  give  little 
thought  to  the  other  and  equally  important  side  of  the  business 
— the  purchase  and  importing  of  foreign  goods,  without  which 
trade  cannot  exist. 

But  the  most  serious  lack  lies  in  the  failure  to  provide  the 
"  accurate  knowledge  of  foreign  markets,  practical  knowledge 
of  foreign  languages  and  wide  knowledge  of  the  economic,  so- 
cial and  political  conditions  prevailing  among  the  people  of 
other  lands  ",  to  quote  from  the  final  declaration  of  the  foreign 
trade  convention  to  which  reference  has  already  been  made. 
A  brief  study  of  foreign  markets  docs  not  give  this  wide  and 
practical  knowledge  which  is  recognized  as  a  necessity.  The 
college  course  of  study  for  students  of  foreign  trade  should 
present  much  more  of  histor\\  literature  and  foreign  i)olitical 
conditions  than  is  }'ct  offered  in  any  American  institution.  We 
are  woefully  ignorant  of  the  history  and  literature  of  other 
lands.  Except  at  points  where  foreign  countries  have  come 
into  direct  contact  with  the  United  States,  we  have  in  our 
schools  ordinarily  ignored  their  history  if  not  their  very 
existence  and  too  frequently  our  textbooks  have  considered 
these  points  of  contact  only  with  the  purpose  of  claiming  for 
the  United  States  a  degree  of  glory  and  of  ability  which  is 
not  always  recognized  by  the  other  party  to  the  contact. 
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Our  young  men  cannot  become  leaders  in  work  which  in- 
volves at  every  point  contact  with  other  peoples  unless  they 
are  in  every  way  familiar  with  the  manner  of  thought  as  well 
as  the  manner  of  doing  business  which  prevail  among  other 
peoples.  Much  might  be  learned  from  the  immigrants  in  our 
land,  if  some  method  were  provided  by  which  our  students 
should  come  into  personal  relations  with  these  representatives 
of  foreign  countries  although  that,  of  course,  could  not  be 
equal  in  value  to  a  study  of  the  foreigner  in  his  own  home. 

The  obvious  fault  of  nearly  every  school  course — that  it  lacks 
authority  and  accuracy  in  content — I  pass  over,  since  that  is  a 
condition  which  is  being  corrected  as  rapidly  as  competent 
instructors  can  be  obtained ;  they  were  almost  non-existent 
even  five  years  ago.  Today,  not  many,  but  a  few  of  our  best 
college  instructors  are  in  the  departments  of  foreign  trade. 

Professional  training  is  properly  the  work  of  schools,  both 
of  secondary^  and  of  college  grade,  but  we  may  profitably  con- 
sider the  methods  of  training  adopted  in  the  largest  and  most 
successful  business  houses  engaged  in  export  and  import. 
Many  of  these  houses  have  organized  classes  and  courses  of 
study  more  than  equal  to  the  offerings  of  the  average  college 
or  school  of  commerce,  but  in  every  case  they  recognize  that 
the  traning  cannot  be  complete  until  the  employee  has  had 
opportunity  to  live  and  do  business  in  the  particular  foreign 
field  for  which  he  is  being  trained.  After  a  period  of  intensive 
study  at  home,  the  young  man  goes  to  a  branch  house  across  the 
ocean  and  there  serves  a  real  apprenticeship.  He  is  encour- 
aged to  mingle  with  the  people,  to  learn  their  language  collo- 
quially, even  to  marry — though  Americans  have  never  been  as 
willing  as  are  our  old  competitors,  the  Germans,  to  go  to  that 
extreme.  In  every  foreign  commercial  center  you  may  find  a 
few  resident  Americans,  representing  the  few  great  American 
business  concerns  which  have  become  as  important  factors  in 
the  business  of  the  world  as  in  that  of  the  United  States. 

It  has  been  thought  that  the  schools  could  not  offer  so  com- 
plete a  training,  but  the  schools  are  not  to  be  so  surpassed  in 
their  natural  function.  Educators  have  begun  to  plan  programs 
which  combine  the  class-room  courses  with  the  plan  of  appren- 
ticeship and  foreign  residence.  In  some  cases,  American  col- 
leges have  affiliated  themselves  with  foreign  institutions  and 
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worked  out  plans  for  an  interchange  of  students,  but  there  is  so 
little  similarity  between  the  higher  educational  institutions  of 
the  United  States  and  of  other  lands  that  this  plan,  full  of 
interesting  possibilities  as  it  is,  has  not  accomplished  much. 
The  very  attempt  to  establish  such  affiliations  may  be  con- 
sidered an  indication  of  ignorance  of  foreign  conditions,  since 
the  programs  and  courses  of  study  of  the  institutions  in  differ- 
ent countries  make  a  common  course  well  nigh  impossible. 
To  be  of  practical  use  to  the  American  student,  special  pro- 
vision would  need  to  be  made  for  Americans  in  foreign  schools 
or  for  foreigners  in  the  American  schools. 

One  group  of  teachers  has  attempted  to  organize  at  Panama 
an  international  school  where  students  from  North  and  South 
America  may  meet  for  study  of  Pan-American  trade.  This 
experiment  is  yet  too  new  to  be  given  more  than  i)assing 
mention. 

At  Boston  Universit)-  we  have  taken  a  more  decisive  step 
for  the  professional  training  for  leadership  in  foreign  trade, 
particularly  Latin-American  trade.  Boston  University  has 
established  in  Havana,  Cuba,  a  complete  college  of  business 
administration  as  a  branch  of  the  College  of  Business  Admin- 
istration in  Boston.  The  branch  in  Havana  and  the  college  in 
Boston  offer  identical  courses  of  study  leading  to  the  same 
degree;  they  are  under  the  control  of  the  same  faculty  and 
the  same  trustees;  and  students  may  transfer  from  one  to  the 
other  without  change  of  course  or  loss  of  time.  In  Boston, 
the  courses  are,  naturally,  offered  in  English,  except  that  a 
number  of  elective  courses  are  given  in  Spanish,  largely  for 
the  special  benefit  of  students  who  are  preparing  to  transfer  to 
Havana  for  a  year  or  more;  in  Havana,  on  the  other  hand. 
Spanish  is  the  medium  of  instruction,  although  special  em- 
phasis is  laid  upon  the  study  of  English.  An  American  stu- 
dent may  spend  his  first  year  or  two  \cars  in  Boston  and  then 
may  complete  his  course  in  Havana,  having  the  opportunity 
to  learn  the  language  where  it  is  native  and  to  live  among  the 
people  of  a  foreign  land.  A  Cuban  student  ma\-  in  the  same 
way  spend  a  year  or  more  in  Ilaxana  anil  may  then  go  to 
Boston  to  complete  his  course.  In  either  case,  the  course  in- 
cludes several  subjects  of  sj)ecial  prejjaraton,-  nature,  and  calls 
for  a  j>eriod  of  actual  business  practice  under  the  supervision 
of  the  college  before  the  degree  is  granted. 
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The  success  of  this  venture,  which  is  enthusiastically  sup- 
ported by  Cuban  business  men,  educators  and  government  offi- 
cials, points  the  way  to  a  world-wide  university  with  branches 
in  many  lands.  Already  Boston  University  has  planned  an- 
other branch  in  China — a  country  that  we  ought  to  know  far 
better  than  we  do.  Steps  have  been  taken  to  go  to  other  coun- 
tries, so  that  the  student  will  have  a  wide  range  of  choice  for 
his  foreign  residence  and  may,  indeed,  include  two  different 
countries  in  his  four-year  course. 

The  student  who  is  specializing  in  foreign  trade  with  the 
expectation  of  transferring  to  one  of  the  foreign  branches  of 
the  college  for  a  part  of  his  course,  takes  in  addition  to  the 
standard  foreign  trade  subjects  much  more  complete  work  in 
the  foreign  languages  of  his  specialty  and  a  detailed  study  of 
the  history,  literature  and  general  economic  conditions  of  the 
country  to  which  he  is  going.  With  that  as  a  background,  he 
should  be  able  in  a  year  of  residence  abroad  to  acquire  a  sym- 
pathetic familiarity  which  will  stand  him  in  good  stead  in  all 
his  dealings.  Through  the  specializing  for  trade  with  one 
country,  he  may  seem  to  be  narrowing  his  field  of  activity,  but 
that  is  not  the  fact.  Once  break  through  the  egotistical  shell 
which  so  commonly  surrounds  our  people — once  bring  fully 
the  realization  that  even  in  one  other  nation  there  are  men  of 
ability  and  honor  whose  customs,  although  different  from  ours, 
are  by  no  means  to  be  ridiculed — once  let  our  chauvinistic 
young  men  understand  that  they  can  really  learn  something 
from  foreign  peoples — and  that  part  of  their  education  will 
not  cease  until  it  has  included  the  important  countries  of  the 
world.  Japan  may  be  more  different  from  Italy  than  Italy 
is  from  the  United  States,  yet  the  young  American  who  has 
lived  for  awhile  in  Italy  and  gained  some  of  the  lessons  which 
must  be  gained  from  such  experience,  will  have  a  closer  appre- 
ciation of  Japan  and  of  other  foreign  lands  than  would  be 
possible  had  he  never  been  beyond  the  borders  of  America. 

Americans  of  the  present  generation  need  to  learn  that 
America,  though  the  land  -of  the  brave  and  the  home  of  the 
free,  is  not  in  all  things  superior  to  every  other  land.  As  a 
people  we  suffer  sadly  from  megalomania — perhaps  from  mega- 
cephalia.  I  fear  that  our  participation  in  the  World  War  has 
not  reduced  this  tendency.     Nothing  is  more  enlightening  than 
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residence  abroad;  travel  is  helpful,  but  the  tourist  sees  but 
little;  a  considerable  period  of  residence  among  people  of  a 
different  nationality  is  necessar)*.  Perhaps  our  foreign  com- 
merce has  been  retarded  more  by  the  unpardonable  ai^sumption 
of  superiority  on  the  i)art  of  untraveled  Americans  than  by 
any  other  one  factor.  If  we  are  to  train  our  young  men  for 
leadership,  we  must  send  them  abroad,  and  how  can  that  be 
better  done  than  to  include  a  year  or  more  of  foreign  life  in 
their  college  course? 
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Director  of  Bureau  of  Foreign  and  Domestic  OommePoe,  U.  S,  Department 

of  Commerce,  Washington,  D.  C. 

IT  is  not  possible  in  this  brief  discussion  to  go  into  very 
much  detail  as  to  some  of  the  things  that  have  been  borne 
in  upon  me  as  necessary  to  consider  in  preparation  for 
foreign  commercial  service.  These  are  embodied  in  several 
publications.  There  have  been  too  many  "  first  aid  to  the 
ignorant "  courses  in  foreign  trade  that  do  not  for  a  moment 
constitute  professional  training.  A  "  first  aid  to  the  ignorant  " 
course  is  good  as  far  as  it  goes,  just  as  a  course  in  hygiene  is 
good  to  teach  you  when  you  need  a  doctor — but  most  people 
wait  until  they  have  the  pain,  anyway,  before  they  consult  the 
doctor.  But  for  the  profession  of  commerce  abroad,  it  is  quite 
necessary  to  have  professional  training  of  a  professional  grade. 
In  approaching  this,  there  is  some  confusion  in  the  minds  of 
many  people,  because  there  are  several  classes  of  foreign-trade 
workers  to  be  considered.  The  first  class  is  the  class  of 
junior  clerks  at  home,  then  the  higher  desks  at  home,  and  then 
the  graduation  into  actual  foreign  service,  which  includes  a 
very  thorough  cultural  study  not  of  the  whole  world  with  all 
its  languages,  but  a  specific,  thorough-going  study  of  a  com- 
paratively small  part  of  the  world,  through  which  the  individ- 
ual will  learn  enough  about  that  particular  part  of  the  world 
to  make  his  knowledge  of  marketable  value,  so  that  employers 
will  be  willing  to  pay  him  for  that  service,  just  as  you  would 
pay  a  physician  for  his  service  and  not  some  one  who  had  a 
course  in  bandaging  during  the  war. 

When  we  come  to  training  for  the  government  foreign  ser- 
vice, it  seems  to  me  that  if  we  follow  the  army  and  navy  plan 
too  far,  or  begin  it  too  early,  we  are  going  to  lose  that  contact 
with  the  world  that  is  absolutely  essential  in  all  commercial  for- 
eign service.  I  am  still  a  little  doubtful  as  to  how  this  should 
be  worked  out.  But  I  believe  that  there  can  be  worked  out 
a  system  of  scholarships  divided  among  the  states,  much  as  the 
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scholarships  at  West  Point  or  Annapolis  are  divided.  These 
will  be  given  to  meritorious  students  in  such  institutions  as 
Georgetown  or  Boston  University  and  a  \ery  few  t>thers  that 
have  coordinated  scattered  courses  and  made  a  real  school  of 
foreign  ser\ice.  Such  scholarshijjs  will  mean  that  such  in- 
dividuals are  sent  to  a  higher  college  or  university  of  post- 
graduate work  at  Washington  rather  than  to  an  academy  of 
ver)"^  young  students  such  as  West  Point  or  Annaj)olis.  Prob- 
ably work  in  the  Executive  Departments  may  be  carried  on  at 
the  same  time. 

I  used  the  word  "  college  "  there,  thinking  of  the  War  Col- 
lege. The  difference  is  that  between  the  War  College  and  West 
Point.  Otherwise,  I  am  afraid  that  we  will  cultivate  a  certain 
kind  of  "  snobbism  "  that  is  not  entirely  suitable  to  foreign 
trade  relations.  We  might  as  well  speak  plainly  about  it. 
The  great  criticism  of  some  diplomatic  secretaries — not  all  of 
them — is  that  when  they  get  out  of  college  their  wealthy  fathers 
don't  know  what  to  do  with  them.  They  have  lots  of  money, 
they  are  nice  fellows  and  all  of  that,  so  they  are  put  in  the 
diplomatic  service  as  secretaries  of  the  fifth  class.  We  want  to 
avoid  that  system  because  foreign  commercial  service  presup- 
poses a  considerable  contact  with  the  business  world — not  the 
social  world. 

That  brings  up  the  question  of  how  pure  and  simple  trade 
promotion,  as  such,  and  a  diplomacy  of  negotiating  trade  treaties 
can  be  linked  up  together.  It  seems  to  me,  after  having 
watched  this  through  at  least  twenty  years  in  one  part  of  the 
government  service  or  another,  but  primarily  as  a  business 
man  abroad,  that  trade  promotion  is  a  thing  apart  up  to  a  certain 
point  and  that  diplomacy  is  a  thing  apart  up  to  a  certain  point. 
But  there  are  certain  negotiations  in  which  the  two  go  hand- 
in-hand,  one  helping  the  other. 

Now  no  firm  would  ever  believe  for  a  moment  that  they  could 
get  business  if  they  turned  the  sales  managership  over  to  the 
credit  man;  and  if  the\'  turned  their  credit  business  over  to 
their  sales  manager  they  would  become  bankrupt.  We  have  a 
parallel  situation  as  between  the  trade  promotion  of  the  De- 
partment of  Commerce  and  the  dij)lomatic  negotiations  of  the 
Department  of  State.  That  might  be  exemplified  also  a  little 
further  by  saying  that,  diflotiuxcy  means  caution,  secretiveness, 
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and  the  necessity  to  take  plenty  of  time,  because  a  slip  in 
diplomatic  relations  is  extremely  difficult  and  unpleasant  to 
remedy.  On  the  other  hand,  trade  promotion  is  not  keeping 
something  back  and  being  diplomatic  about  it;  it  is  telling  it 
as  quickly  as  you  can.  Those  two  things  are  incompatible  in 
the  general  run  of  one  service.  Trade  promotion  means  "  tell 
it  quickly  ",  and  diplomacy  means  "  don't  tell  it  at  all,  or  at  any 
rate,  wait  a  long  while  " — and  both  are  necessary.  This  being 
the  case,  I  do  not  believe  the  two  can  be  consolidated  in  one  de- 
partment. The  two  are  now  coordinated  by  a  sort  of  "  un- 
derstanding made  law  ",  that  has  been  worked  out  gradu- 
ally through  personal  contact  and  much  hard  work  among 
several  individuals  of  the  two  departments.  Also,  all  the  gov- 
ernment foreign-trade  interests  have  been  brought  closer  to- 
gether through  the  Economic  Liaison  Committee  of  which  I 
am  the  second  chairman;  the  Foreign  Trade  Adviser  having 
been  the  first  chairman.  Mr.  Maitland  Dwight,  formerly  of 
the  State  Department,  was  for  some  time  the  very  capable 
secretar}'.  It  meets  in  the  Department  of  State.  In  that  Com- 
mittee we  eliminate  any  tendency  for  more  than  one  depart- 
ment to  investigate  similar  things.  I  believe  that  we  could 
carry  through  a  few  minor  adjustments  of  the  harness  and 
bring  the  team-work  to  fruition,  and  in  order  to  keep  the 
team  pulling  always  together  in  double-harness  and  taking  the 
coach  of  state  along  the  high  road  of  progress,  as  has  been 
already  suggested,  we  should  have  some  sort  of  a  general  staff 
to  coordinate  the  two. 
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AS  the  representative  of  that  half-ccntur\'-old  institution, 
the  Georgetown  University  Law  School,  and  that 
young  but  vigorous  off-shoot  of  Georgetown  Uni- 
versity'— The  Foreign  Service  School,  I  want  to  describe  the 
origin,  record  and  field  of  effort  of  the  Foreign  Service  School,, 
with  which  I  am  connected  as  lecturer  in  certain  branches. 

No  doubt  you  are  familiar  with  the  very  practical  way  ia 
which  British  youths  during  numerous  generations  have  pre- 
pared themselves  for  entrance  into  world-trade.  It  consists 
for  the  most  part  in  travel  and  residence  in  foreign  lands — 
more  particularly  in  those  countries  where  the  future  course  of 
trading  will  occur.  After  a  sojourn  abroad  covering  a  series 
of  years,  their  system  calls  for  a  return  to  the  home  jurisdiction, 
and  entrance  into  active  membership  in  the  firm.  In  effect,, 
this  employment  abroad  is  a  period  of  apprenticeship,  prepara- 
tory to  the  responsibility  of  managing  some  department  of 
overseas  trade;  and  the  practice  no  doubt  has  served  its  purpose 
well,  if  we  have  regard  to  the  results  as  seen  in  the  extent  of 
the  trade  which  causes  the  English  flag  to  appear  frequently  in 
most  seaports  in  all  parts  of  the  globe. 

German  procedure  involved  another  method  of  approach 
to  the  same  goal ;  and  we  must  admit  German  thoroughness 
and  efficiency  were  prolific  factors  in  producing  means  for 
stimulating  and  maintaining  profitable  commercial  interests 
in  many  lands.  At  the  time  when  the  World  War  cast  its 
darkening  shadow^  over  the  world,  Germany  had  captured  a 
large  portion  of  the  trade  with  the  republics  of  South  America, 
and  numerous  fleets  of  merchant  steamers  were  busy  in  trans- 
porting wares  from  the  Fatherland  to  Africa,  Australia  and  the 
Far  East,  not  to  mention  Germany's  best  customer,  the  United 
States.  The  system  employed  to  produce  the  technical  and 
versatile  skill  required  to  build  up  and  retain  this  world- 
encircling  commerce  was  in  many  w-ays  distinct  from  that  in 
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force  in  the  British  Isles;  though,  indeed,  each  involved  a 
residence  abroad  as  a  prerequisite  for  employment  in  the  home 
office.  The  German  system  was  characterized  by  an  intensive 
training  in  languages  and  procedure  entering  into  foreign 
trade;  but  (unlike  corresponding  English  youths)  candidates 
for  preference  and  promotion  into  partnership,  were  expected 
to  acquire  a  preliminary  acquaintance  with  the  essentials  of 
their  calling  by  attendance  at  one  of  the  excellent  foreign-trade 
schools  maintained  at  public  expense  in  the  educational  centers 
of  the  Empire.  The  University  of  Berlin  is  reputed  to  have 
offered  to  students  of  world-trade,  options  of  lOO  separate 
courses;  and  so  thoroughly  was  the  educational  field  covered, 
that  in  addition  to  various  dialects  of  every  modern  tongue, 
there  were  afforded  opportunities  to  become  proficient  in  the 
Baku  language  of  Central  Africa — a  language  without  an 
alphabet,  and  consequently  not  yet  reduced  to  written  form. 
As  a  result  of  this  requirement  of  a  broad,  general  foundation 
as  the  educational  condition  precedent  to  entrance  into  a  career 
in  foreign  trade — German  traders  were  exceptionally  skilful 
when  seeking  to  ingratiate  themselves  with  consumers  of  manu- 
factured wares  in  foreign  fields;  and  it  was  by  no  means  an 
uncommon  event  to  find  in  this  mercantile  agent  a  graduate  of 
a  university,  and  a  person  well  equipped  to  touch  upon  liter- 
ary or  scientific  themes,  or  upon  subjects  in  philosophy  w^e  do 
not  usually  regard  as  even  remotely  associated  with  things  com- 
mercial— "  in  a  practical  world  ". 

The  American  candidate  for  cadetship  in  the  field  of  over- 
seas trade  was  under  a  serious  handicap  through  non-existence 
of  either  system  in  the  United  States,  up  to  the  period  of  the 
World  War.  The  carrying  trade  by  water  routes  was  so  ex- 
clusively in  the  hands  or  under  the  control  of  foreign  persons 
and  interests,  that  few  American  youths  could  obtain  entrance 
into  that  sphere;  and  it  necessarily  followed  that  deep-sea  navi- 
gation was  for  them  an  almost  forgotten  calling,  excepting  only 
among  persons  associated  with  the  coastwise  trade.  The  same 
influences  existed  in  the  foreign  mercantile  side  of  all  salt  water 
traffic;  and  there,  too,  our  American  youths  found  themselves 
crowded  out  of  a  useful  and  profitable  vocation — prohibited 
from  entering  upon  careers  where  formerly  citizens  of  the 
United  States  had  gained  fortunes  (and  also  fame)  in  the 
period  of  the  redoubtable  Yankee  clipper  ship. 
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Hut  it  was  not  alone  in  tlie  sphere  of  actual  experience 
(jjerhaps  the  best  as  well  as  the  most  effective  school)  that  the 
.American  student  of  foreign-trade  practice  and  procedure 
found  the  door  of  opportunity  closed  and  barring  the  way ; 
indeed  no  adequate  provision  for  courses  preparatory  to  en- 
trance into  foreign-trade  service  was  anywhere  to  be  found 
in  the  curriculum  of  our  colleges,  universities  and  technical 
schools.  Something  creative  and  nerving  was  called  for,  if 
American  foreign  traffic  in  its  various  forms  was  to  revive,  and 
again  become  an  important  factor  in  world-trade;  but  in  what 
quarter  were  American  youths  to  look  for  such  encourage- 
ment and  aid,  when  periods  of  actual  experience  abroad  or 
of  anticipatoiy  solution  of  those  problems  per  study  and  appli- 
cation (the  English  and  German  methods) — were  alike  un- 
available? How  could  this  intricate  and  baffling  problem  be 
solved  ? 

The  difficulty  indeed  was  great,  and  apparently  insurmount- 
able; but  as  an  aftermath  of  the  Great  War  that  obstacle  has 
melted  away  and  disappeared,  and  we  now  possess  at  least 
one  institution  which  affords  instruction  and  practical  experi- 
ence in  proportions  suitable  for  student  use.  Thus  there  are 
again  provided  opportunities  for  careers  in  American  foreign 
trade.  In  this  connection  I  am  referring  to  the  Foreign  Ser- 
\  ice  School,  the  most  recent  feature  of  the  general  course  of 
instruction  carried  on  under  the  general  authority  and  charter- 
rights  of  that  more  than  century-old  institution — Georgetown 
University. 

In  \iew  of  this  gap  in  our  educational  system,  as  it  existed 
]jrior  to  1914,  numerous  demands  for  young  men  qualified  to 
occupy  positions  abroad  in  public  and  in  mercantile  life  were 
perforce  of  circumstances  left  unfilled,  with  the  result  that  the 
demand  for  something  formative  and  productive  in  way  of  edu- 
cation for  foreign  service,  became  increasingly  insistent.  As 
the  war  progressed,  Hollanders  and  other  foreign  citizens  or 
subjects  were  grafted  upon  the  stem  of  our  private  commercial 
system;  and  until  that  stage  was  reached  where  the  United 
States  actually  entered  into  the  conflict  and  became  an  active 
belligerent,  numerous  German  subjects  found  employment  in 
the  foreign  branches  of  .American  banks.  This  condition  at 
host  was  barely  tolerable ;  and  with  the  declaration  of  war  upon 
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Germany,  the  demand  and  slogan  "  Place  only  Americans  on 
guard !  "  became  insistent  and  imperative.  In  the  public  ser- 
vice the  need  had  been  very  great;  but  that  want  had  in  an 
imperfect  manner  been  satisfied  by  drafts  upon  other  depart- 
ments, i.  e.,  drafts  upon  those  divisions  of  our  government  not 
directly  concerned  in  war-time  activities,  but  yet  equipped  with 
a  certain  proportion  of  persons  skilled  in  dealings  in  foreign 
business  and  affairs. 

With  the  advent  of  a  new  era  of  extended  dealings  with 
many  nations  in  advancement  of  both  our  peace-time  and  our 
war-time  interests,  the  call  for  a  supply  of  human  material  for 
the  keeping  in  motion  of  the  machinery  of  American  commerce 
became  increasingly  peremptory  and  insistent.  In  the  case  of 
Georgetown  University,  this  demand  took  on  the  form  of  re- 
quests by  the  Departments  of  State,  Treasury,  Commerce, 
Labor  and  Industry;  by  the  American  Federation  of  Labor  on 
behalf  of  the  mechanical,  building  and  other  productive  trades ; 
and  by  numerous  corporations  standing  in  the  first  rank  as  to 
capital  and  resources  and  extent  of  production — all  looking 
to  the  founding  of  a  school  that  would  supply  young  men  with 
educational  equipment  and  develop  in  them  ambition  to  adopt 
foreign  trade  as  a  calling  and  permanent  career.  In  brief,  it 
was  felt  that  the  inauguration  of  such  a  course  would  go  far  to- 
ward solving  the  problem  of  providing  American  representa- 
tives for  American  foreign  trade. 

It  was  indeed  a  difficult  problem  to  solve;  for — granted  the 
existence  of  the  need — ^what  curriculum  would  be  best,  and 
where  could  be  obtained  the  skilled  instructors  such  an  educa- 
tional campaign  would  require?  Fortunately,  veteran  teach- 
ers were  in  command.  These  leaders  laid  out  a  comprehensive 
plan  of  work;  and  thus  there  finally  was  evolved  a  course  of 
study  and  scholastic  procedure  which  in  many  ways  resembled 
the  facilities  afforded  by  the  famous  Ecole  Libre  des  Sciences 
Politiques  of  Paris.  Indeed,  the  franchise  of  the  George- 
town University  Foreign  Service  School  has  features  which 
point  to  the  older  French  institution  as  in  the  main  the  guide 
and  prototype  of  the  American  institution. 

In  languages,  this  educational  programme  is  especially  com- 
plete; for  the  embassies  and  other  characteristic  functions  of  a 
capital  city  afford  material  of  a  superlative  quality,  whenever 
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the  individual  attache  or  official  can  be  persuaded  to  devote  to 
educational  work  the  time  required  for  teaching  the  language 
of  his  homeland.  Philosophy,  law,  economics,  history,  and 
those  other  related  branches  (direct  or  collateral)  which  aid 
us  in  forming  a  well-rounded  character — each  and  all  are 
found  responding  to  the  same  auspicious  influence.  In  each 
of  those  branches,  studious  endeavors  are  assisted  and  made 
more  fruitful  and  inspiring  by  the  adjacent  presence  of  ex- 
perts whom  the  various  departments  have  attracted  to  Wash- 
ington and  attached  to  their  permanent  staiTs.  Even  though 
absent  in  person,  their  influence  is  felt,  and  to  some  extent 
dominates  the  situation;  it  is  a  constant  reminder  and  spur  to 
greater  efforts,  for  at  any  moment  the  instructor  and  the  in- 
structed may  be  subjected  to  critical  scrutiny  by  masters  in  their 
particular  line,  who  can  look  behind  ever}'  mask  which  con- 
ceals mere  pretence,  or  hides  incompetence  in  any  of  its  other 
myriad  forms. 

Advancing  steadily  and  by  healthful  stages,  the  Foreign 
Service  School  of  Georgetown  Universit}-,  under  the  gaiid- 
ance  of  its  able  Regent,  Edmund  A.  Walsh,  educational  pioneer 
in  the  field  of  preparation  for  official  or  commercial  ser\'ice,  has 
now  (after  only  eighteen  months  of  existence)  achieved  a  mem- 
bership of  4©o  students;  while  approximate!}'  as  many  addi- 
tional aspirants  to  the  honors  and  emoluments  of  American 
foreign  trade  have  found  it  necessar}-  to  turn  their  thoughts 
and  their  footsteps  to  other  temples  of  learning.  Doubtless 
much  good  human  material  has  unwittingly  been  cast  aside 
in  the  element  thus  discarded ;  but  the  School  has  conscien- 
tiously sought  to  cull  out  and  select  only  those  applicants  who 
are  comprised  in  that  superior  class  who  will  earnestly  pursue 
their  allotted  studies,  and,  after  graduation,  will  tenaciously 
"  stick  on  the  job  ",  in  whatever  foreign  land  their  employment 
may  call  them  to  go. 

Other  courses  may  offer  greater  inducements;  other  in- 
structors may  drive  home  their  truths  with  greater  force  and 
skill ;  but  in  one  particular  the  Foreign  Service  School  con- 
cedes precedence  to  no  other  institution  of  learning — namely, 
in  conscientious  endeavor  to  produce  good  scholars,  good 
Americans,  and,  above  all,  men  of  ripe  character  who  will  be 
true  to  every  interest  of  their  employers,  and  by  high  quality 
of  service,  will  best  advance  their  own  interests. 
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APPENDIX 

NOTES  OX  OUR  EAELY  SHIPPING  STATISTICS 

EDWIN  E.   JUDD 

Formerly  Commercial  Agent,  United  States  Department  of  Commerce 

The  period  of  protection  of  American  shipping  interests  by  means  of 
discriminatory  tonnage  and  customs  duties  dates  from  the  duties  levied  by 
the  various  States  during  the  period  of  the  Confederation,!  in  retaliation  for 
the  British  Order  in  CouncU  of  December,  1783,  shutting  American  vessels 
out  of  the  West  Indian  trade,2  practically  until  1832.  (Complete  reciprocity 
vrith  all  countries  came  some  years  later,  but  treaties  with  the  important 
maritime  countries  had  been  concluded  by  that  year)  .3 

The  statistics  most  commonly  used  in  analyses  of  this  period,  and  which 
have  served  as  the  basis  for  certain  deductions  by  prominent  writers  on  the 
subject,  are  the  records  of  registered  tonnage  engaged  in  the  foreign  trade 
of  the  United  States,  as  given  in  the  annual  reports  of  the  Commissioner  of 
Navigatioru  Since  1915  corrective  footnotes  have  been  printed  with  this 
table,  but  it  seems  worth  while  at  this  time  to  emphasise  and  amplify  these 
corrections,  which  were  made  as  a  result  of  the  writer's  researches  in  IQIS.* 

As  a  matter  of  fact,  the  statistics  of  registered  tonnage  prior  to  1831 
are  worthless  as  a  basis  for  any  economic  study  of  our  merchant  marine.  If 
charted  these  figures  would  show  sharp  falls  in  1793,  1802,  1808,  1811, 
1812,  1813,  1818  and  1829  to  1831,  with  fairly  steady  rises  during  tiie 
intervening  years.s 

1  HOI,  William,  ' '  The  First  Stages  of  the  Tariff  Policy  of  the  United 
■States,"  Publ.  Amer.  Econ.  Ass'n.,  vol.  viii,  no.  6,  pp.  38-107. 

2  Anderson,  History  of  Commerce,  vol.  iv,  pp.  516-517. 

3  The  la^vs  relating  to  discriminatory  duties  are  as  follows: 
Preferential  duties  on  imports  in  American  bottoms,  July  4,  1789,  U.  S. 
Statutes  at  Large  1-24. 

Discriminating  tonnage  duties,  July  20,  1789,  I  U.  S.  St.  L.  27. 
Change  in  system  of  preferential  duties,  1790,  I  U.  S.  St.  L.  180. 
Eepeal  of  discriminating  duties,  direct  trade,  1815,  III  U.  S.  St.  L.  224. 
Tarious  laws,  HI  U.  S.  334,  351,  369,  432,  605,  642.    lY  U.  S.  St.  L.  2. 
Removal  of  discriminating  duties,  indirect  trade,  1828,  lY  U.  S.  St.  L.  308. 
The  treaties  involved  are  Great  Britain,  1815  and  1827;  France,  1822; 
Sweden    and    Norway,    1816    and    1827;     Denmark,    1826;    Austria- 
Hungary,  1829;  Hanseatic  Republics,  1827  (while  the  treaty  with  the 
Netherlands    was    not    concluded    until    1839,    that    country    enjoyed 
exemption  under  IV  U.  S.  2). 
*  Corrective  footnotes  have  been  carried  in  the  annual  report  of  the  Com- 
missioner of  Navigation  since  1903  as  regards  1789-90  and  1818,  and  since 
the  1915  report  as  regards  1801-2,  1811  and  1829-30. 

5  Table  of  Documented  Sailing  and  Steam  Tonnage  Constituting  the 
Total  Merchant  Marine  of  the  United  States,  1789-1920.  Report  of  the 
Commissioner  of  Navigation  for  1920,  p.  206. 

(327) 


184  AMERICAN  FOREIGN  TRADE  RELATIONS         [Vol.  IX 

Up  to  juid  induding  1792,  the  figures  are  taken  from  the  returns  of 
tonnage  ptiying  duty,  including  repeated  voyages  of  the  same  vessel,!  so 
that  these  figures  are  on  a  different  banis  from  those  for  subsequent  years. 
In  a  report  made  in  1794  Alexander  Hamilton,  Secretary  of  the  Treasury, 
gave  the  tonnage  employed  in  the  foreign  commerce  of  the  United  States 
in  1792  as  289,394  tons,-  so  that  1793  really  showed  a  gain. 

From  1793,  when  reports  of  registered  tonnage  were  first  made,  until 
1800,  the  collectors  of  the  various  porta  reported  as  the  tonnage  for  their 
respective  porta  the  diflference  between  the  total  amount  of  registers  issued 
and  the  total  amount  of  the  registers  returned;  thus  continuing  as  existing 
tonnage  a  great  number  of  vessels  lost  at  sea  or  captured,  whose  registers 
had  not  been  returned.  The  resulting  cumulative  error  was  so  great  that  in 
1798  and  1799  the  nominal  registered  tonnage  exceeded  the  tonnage  paying 
duty.3  An  attempt  at  correction  was  made  in  1800,  but  not  completed  until 
1802.  Estimating  on  the  basis  of  partial  returns,  the  Secretary  placed  the 
actual  tonnage  for  1800  at  517,000  tons,  and  for  1801  at  588,566  tons. 

This  same  form  of  error  was  permitted  to  continue  in  the  following  yearB, 
so  that  by  1809  the  registered  again  exceeded  the  dutied  tonnage.  The 
Secretary  recognized  the  error  in  his  report  for  1810  and  ordered  the  rolls 
corrected  in  1811,  which  correction  was  not  completed  until  1812.*  (The 
drop  in  1808  appyarently  reflects  the  effect  of  the  Embargo.) 

The  figures  for  1813  and  1814  are  obviously  wrong,  as  some  26,500  tons 
captured  by  the  British  was  only  removed  in  1815,  16,  17,  18  and  20.^  The 
records  for  1813  were  destroyed  in  the  burning  of  "Washington. 

The  next  correction  for  the  same  reason  was  made  in  1818  and  1819,  the 
Register  of  the  Treasury  stating  in  his  report  dated  February  27,  1822, 
"  The  decrease  of  tonnage  in  this  year  (1818)  arises  principally  from  the 
registered  tonnage  having  been  corrected  in  1818  by  striking  off  all  the 
vessels  the  registers  of  which  were  granted  prior  to  1815  and  which  were 
supposed  by  the  collectors  to  have  been  lost  at  sea,  captured, ' '  etcfi 

The  same  form  of  cumulative  error  wjis  permitted  to  continue  until  1829, 
when  the  rolls  were  again  corrected.  Since  that  year  corrections  have  been 
made  annually." 

From  the  foregoing  it  appears  that  the  fluctuations  apparent  in  our  early 
shipping  figures  were  at  least  largely  matters  of  bookkeeping,  and  also  thsJt 
the  figures  for  the  intervening  years  are  of  little  use  in  analyzing  the  effect 
of  legislation  or  economic  factors  upon  our  merchant  marine. 

1  Letter,  Joseph  Nourse  to  Secretary  of  the  Treasury,  Am.  Stato  Papers, 
Commerce  and  Naivigation,  vol.  i,  p.  895. 

2  76td.,  vol.  i,  p.  252. 
3/6ui.,  vol.  i,  pp.  494-499. 

*  Ibid.,  vol.  i,  p.  876. 

5  Ibid.,  vol.  ii,  pp.  42,  89,  163.  406-7,  516-7. 

•  Am.  State  Papers,  Com.  &  Nav.,  \-ol.  ii,  p.  648. 
T  Pitkin,  Cimmercc  of  the  V.  S.  (1835),  p.  351. 
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Occasionally  recourse  is  had  in  discussions  of  this  period  to  the  statistics 
of  imports  and  exports  caxried  in  American  bottoms.  Such  of  these  figures 
as  relate  to  the  period  prior  to  1820,  however,  were  condemned  by  the  Hon. 
Eugene  T.  Chamberlain  in  a  report  to  the  Merchant  Marine  Committee  as 
"resting  on  no  competent  authority ".1 

One  set  of  figures  is  left  us,  the  records  of  entries  of  vessels  engaged 
in  foreign  trade,  which  seem,  so  far  as  the  writer's  investigations  have  gone, 
to  be  fairly  accurate.  A  table  showing  these  entries  up  to  and  including 
1820  compiled  by  the  Hon.  Eugene  T.  Chamberlain  was  published  in  the 
Mearings  before  the  Merchant  Marine  Committee  in  1904  (Sen.  Eept.  2755, 
vol.  iii,  p.  1764)  ajid  has  been  brought  up  to  1830  in  the  following 
statement  (see  p.  186)  : 

1  Hearings,  Mer.  Mar.  Com.,  Sen.  Rept.  2755,  58th  Cong.  3d  Sess.,  p.  1762-64. 
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Calendar                    American  vessels  %  of  total  Foreign  vessels 

years  tons  tons 

17S9   123,949  53  110,465 

1790 354,767  59  250,746 

1791    363,662  60  240,548 

1792   414,679  63  244,278 

1793   447,754  73  163,566 

1794   525,649  86  82,974 

1795   580,277  91  56,832 

1796   675,046  94  46,846 

1797   608,078  88  *  76,693 

1798 522,245  85  •  85,566 

1799   626,495  85  *  109,599 

1800 644.076  82  123,882 

1801   799,304  83  158,365 

1802   798,805  84  146,799 

1803   787,424  83  163,713 

1804   1,132,709  90  '  121,925 

1805   922,298  91  '  87,842 

1806   957,603  91  •  90,711 

1807   1,020,472  92  •  86,780 

1808 492,164  91  •  47,674 

1809   575,711  85  *  99,205 

1810   876,391  91  *  80,316 

1811   921,750  96  •  33,202 

1812   655,776  93  •  47,098 

1813   233,966  67  •  112,256 

1814 58,756  55  •  48,305 

1815   694,754  76  216,277 

1816 877,136  77  259,017 

1817   780,136  79  212,420 

1818   755,101  82  161,414 

1819   783,579  91  85,554 

1820   801,253  91  79,204 

18211 765,098  91  81.526 

1822 787,961  89  100,541 

1823   775,271  86  119,468 

1824   850,033  89  102.367 

1825 880,754  90  92,927 

1826 942,206  89  105,554 

1827   918,361  86  137,589 

1828   868,381  86  150,223 

1829   872,949  86  130,743 

1830   967,227  88  131,900 

*  Foreign  tonnage  taken  from  Pitkin 's  Statisti4Xil  Eeviav,  p.  445. 

•f  ITie  figures  for  1821  to  1830  cover  fiscal  rather  than  calendar  years,  but 
do  not  invalidate  the  comparison  with  pri'vious  years  by  jx^rcentagoa.  (The 
actual  tonnage  of  American  vessels  is  still  Hubject  to  some  change,  as  there 
is  some  confusion  between  American  owned  registered  and  unregistered  in 

the  totals  prior  to  1820.  The  diCferenco  is  so  slight  however,  that  any  possible 

error  will  not  change  the  percentage  figures  by  more  than  1  per  cent. — E.  E.  J.) 
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PREFACE 

The  papers  included  in  this  volume  were  for  the  most  part  ad- 
dresses presented  at  the  Semi-Annual  Meeting  of  the  Academy  of 
Political  Science  held  at  the  Hotel  Astor,  New  York  City,  May  23rd, 
1921. 

While  three  sessions  of  that  meeting  were  held,  the  papers  natur- 
ally fall  into  two  groups,  as  indicated  in  the  Table  of  Contents  of 
this  volume. 

In  the  first  group  belong  the  papers  dealing  with  the  problem  of 
financial  retrenchment  and  governmental  reorganization  which  was 
the  topic  of  the  first  session  and  with  which  have  been  included  the 
brief  introductory  address  of  Senator  Root  and  the  address  of  Presi- 
dent Harding  at  the  luncheon  meeting  which  was  the  second  session. 

With  this  group  belong  naturally  the  papers  submitted  by  Senator 
Reed  Smoot  of  Idaho,  Hon.  Herbert  C.  Hoover,  Secretary  of  Com- 
merce, Hon.  Will  H.  Hays,  Postmaster  General  of  the  United  States, 
Mr.  Walter  F.  Dodd,  formerly  Professor  of  Political  Science  at  the 
University  of  Illinois  and  at  the  University  of  Chicago,  and  for 
many  years  connected  in  a  research  and  expert  capacity  with  various 
state  governmental  reorganizations,  notably  with  that  under  Governor 
Lowden  in  Illinois  and  that  in  Ohio.  These  four  gentlemen  were 
unable  to  be  present  at  the  National  Conference  of  the  Academy,  but 
they  all  had  such  intimate  relations  with  the  problems  of  the  Con- 
ference and  were  so  much  in  sympathy  with  its  purposes  that  they 
willingly  consented  to  make  a  contribution  to  the  printed  Proceedings 
of  the  Conference. 

Senator  Smoot  has  not  only  for  a  long  time  been  recognized  as  one 
of  the  best  informed  legislators  in  the  national  government  on  ques- 
tions pertaining  to  administration,  but  was  at  the  outset  the  Chair- 
man of  the  Congressional  Joint  Committee  which  is  making  an  elab- 
orate investigation  of  the  problem  of  reorganization  of  the  executive 
branch  of  the  federal  government  and  he  will  undoubtedly  be  the 
leader  and  chief  spokesman  in  the  Senate  for  whatever  plan  that 
Committee  has  to  propose. 

Mr.  Hays  has  not  only  taken 'hold  of  the  administrative  problem 
in  his  own  department  of  the  Post  Office  but  brings  rare  executive 
talents  and  new  enthusiasm  as  one  of  the  President's  Cabinet  Coun- 
sellors to  the  task  of  reorganizing,  humanizing  and  making  more 
efficient  the  work  of  the  government  as  a  whole. 
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Mr.  IIcx>ver's  preeminence  as  an  engineer  as  well  as  his  well- 
earned  national  reputation  for  executive  leadership  give  peculiar 
weight  to  his  views  on  this  problem.  The  Committee  in  charge  of 
our  Academy  Conference  was  very  glad  to  add  the  important  con- 
tribution of  these  four  gentlemen  to  the  already  notal)le  list  of  papers 
which  we  are  privileged  to  print  in  this  volume. 

That  list  already  included  tlie  speakers  at  the  first  session  with  the 
e.xception  of  Professor  Thomas  I.  Parkinson,  whose  interesting  and 
valuable  paper,  on  the  new  proposal  of  a  department  of  public  wel- 
fare, we  have  put  in  this  volume  in  the  second  group  of  papers,  al- 
though it  deals  fundamentally  with  the  problem  of  administrative 
reorganization  quite  as  much  as  with  the  problem  of  the  new  expen- 
diture program.  In  like  manner,  it  might  liave  been  equally  logical 
to  have  put  Mr.  Herbert  D.  Brown's  paper  on  "  The  Historical  De- 
velopment of  National  Expenditures "  with  the  .second  group  al- 
though we  have  left  it  in  the  first. 

In  the  first  group  there  will  be  found  Professor  Howard  Lee 
Mcfiain's  brief  but  clear  statement  of  the  underlying  factors  and 
too  oft  disregarded  considerations  affecting  the  problem  of  govern- 
mental reorganization  ;  also  a  statement  of  the  carefully  directed 
plans  of  the  National  Budget  Committee  by  its  Chairman,  Mr.  Johii 
T.  Pratt,  to  whose  leadership  and  recent  efforts  to  arouse  and  en- 
lighten public  opinion  so  much  of  the  present  interest  and  practical 
achievements  in  Washington  in  the  direction  of  a  national  budget 
system  coupled  with  administrative  reform  is  due. 

Dr.  Frederick  A.  Cleveland  was  a  pioneer  in  thus  work  even  be- 
fore he  became  Chairman  of  the  President's  Economy  and  Efficiency 
Commission,  during  the  early  years  of  the  Taft  administration.  His 
exhaustive  analysis  both  of  the  National  Budget  Committee  proposal 
and  the  results  of  the  Economy  and  Efficiency  Commission's  work, 
which  has  led  him  to  make  an  alternative  proposal,  together  with 
ex- President  Taft's  own  statement  of  the  problem  and  his  keen  and 
constructive  critici.sm  of  Dr.  Cleveland's  proposals,  make  a  contri- 
bution to  this  volume  which  it  is  hoped  will  prove  practically  useful 
to  those  who,  like  President  Harding  and  many  of  his  associates  and 
subordinates,  "  in  an  immediate  relation  "  find  themselves  "  grap- 
pling with  th«»e  problems  ". 

The  second  group  of  papers  deals  with  the  national  economy  pro- 
gram and  new  expenditures  and  cover  only  the  addresses  delivered 
at  the  third  session,  to  which  is  added  Professor  Parkinson's  address 
at  the  first  session  on  "A  Federal  Department  of  Public  Welfare". 
On  account  of  the  limitation  of  time  it  was  impossible  at  a  single 
session  to  cover  more  than  a  few  of  the  sigm'ficant  aspects  of  the  new 
expenditure  program  of  the  government.     Much  descriptive  material 


PREFACE  Vli 

dealing  with  recent  national  expenditures  for  shipping,  shipbuilding, 
transportation  and  other  emergency  needs  of  the  war  period  might 
have  been  added,  but  Mr.  Leffingwell's  excellent  summary  and 
almost  exhaustive  treatment  of  the  principles  underlying  government 
expenditures  and  the  peculiar  problems  of  retrenchment  will  suffice 
to  indicate  the  main  lines  of  desirable  and  proiitable  inquiry  and 
discussion  with  respect  to  expenditures.  A  few  of  the  more  pressing 
items  of  federal  expenditure  and  of  national  concern,  such  as  those 
for  armament,  public  welfare,  care  of  disabled  soldiers  and  sailors, 
public  health,  public  education,  and  transportation  as  the  basic  in- 
dustry, are  dealt  with  in  this  section  by  Messrs.  Davis,  Parkinson, 
Cholmeley-Jones,  Dr.  Snow,  Messrs.  Magill  and  Fitch.  The  whole 
subject  of  the  expenditure  program  in  relation  to  public  economy  is 
very  ably  outlined  by  Dr.  Albert  Shaw. 

The  luncheon  meeting  at  which  Senator  Root  presided  and  Presi- 
dent Harding  delivered  his  notable  address  on  "  Business  in  Gov- 
ernment and  the  Problem  of  Governmental  Reorganization "  was 
perhaps  the  most  representative  and  notable  gathering  in  the  history 
of  the  Academy.  Approximately  1800  men  and  women,  including 
many  of  the  leaders  in  the  various  walks  of  professional  life  and  the 
representative  spokesmen  of  business,  finance  and  science,  assembled 
without  party  distinction,  not  only  to  welcome  the  President  of  the 
United  States,  but  to  express  their  keen  interest  and  sense  of  the 
importance  of  the  problems  of  government  that  transcend  mere  party 
responsibilities  and  affiliations.  President  Harding  appreciated  the 
significance  of  the  occasion,  received  from  the  audience  new  encour- 
agement and  inspiration,  inspired  confidence  and  won  new  support 
in  the  difficult  tasks  to  which  he  pledged  his  administration. 

The  thanks  of  the  members  of  the  Academy  were  very  generally 
expressed  to  the  Committee  on  Arrangements  for  this  Semi-Annual 
Meeting  in  the  forty-first  year  of  the  Academy's  work.  The  Presi- 
dent of  the  Academy  served  as  Chairman  ex-officio  of  this  Committee 
and  the  other  members  were:  Messrs.  Nicholas  Murray  Butler,  R.  J. 
Caldwell,  Joseph  P.  Cotton,  R.  Fulton  Cutting,  Edgar  B.  Davis, 
Elon  Huntington  Hooker,  Adolph  Lewisohn,  Parker  T.  Moon, 
Alton  B.  Parker,  John  T.  Pratt,  William  L.  Ransom,  Walter  Rauten- 
strauch,  Mortimer  L.  Schiff,  Henry  R.  Seager,  E.  R.  A.  Seligman, 
Francis  H.  Sisson,  Herbert  B.  Swope.  Frank  A.  Vanderlip  and  Paul 
M.  Warburg. 

The  Editors. 
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HOWARD  LEE  MCbAIN 

Eaton  Professor  of  Municipal  Science  and  Administration 

in  Columbia  University,  New  York  City 

THE  trial  of  democracy  did  not  begin  with  the  invasion 
of  Belgium;  nor  did  it  end  with  the  Treaty  of  Ver- 
sailles. To  the  systems  of  government  that  we  call 
democracies  the  war  brought  unprecedented  strain ;  but  it  also 
aroused  unprecedented  spiritual  fervor  for  the  carrying  of  that 
strain.  Democracy  is  on  trial  no  less  in  peace  than  it  was 
in  war.  Everywhere  throughout  the  Western  world  vigor- 
ous voices  of  criticism  and  of  protest  can  be  heard — voices  not 
only  of  febrile  revolutionists  but  also  of  thoughtful  men  and 
women  who  realize  that  there  is  enough  of  soundness  and 
of  beneficence  in  the  existing  order  to  make  it  worth  while  to 
admit  its  mutability,  to  look  its  deficiences  squarely  in  the  face, 
and  courageously  and  energetically  to  work  for  its  betterment. 
Democracy  is  a  lumbering  machine.  It  must  be  rendered 
more  efficiently  serviceable.  Thinking  people  understand  why 
this  is  so  and  how  important  a  series  of  undertakings  it  in- 
volves. But  you  cannot  stimulate  the  people  of  America  to 
fliag-waving  and  drum-beating  enthusiasm  over  such  a  pro- 
gram. Regrettable  as  it  may  be,  I  do  not  believe  that  we  as  a 
people  are  greatly  interested  in  either  economy  or  efficiency. 
The  people  need  both,  whether  they  are  interested  or  not. 
But  we  are  not  a  thrifty  people  by  nature,  habit,  or  economic 
condition.  We  are,  moreover,  extremely  complacent.  Un- 
happily with  us  the  most  efficient  of  governments  is  not  neces- 
sarily the  most  popular.  Indeed  it  may  be  quite  the  opposite; 
for  efficiency  in  government  is  apt  to  raise  a  storm  of  opposition 
among  those  who  are  immediately  affected  and  to  leave  quite 
cold  the  great  mass  of  the  people  in  whose  interest  it  is  under- 
taken.     Popularity   in   politics  is  not  infrequently  a  child  of 

1  Introductory   address   as   presiding   officer   at   the   first   session   of   the 
Academy  Meeting,  New  York,  May  23,  1921. 
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somewhat  uncertain — not  to  say  highly  questionable — parent- 
age. At  any  rate  it  is  perfectly  ajjparent  that  the  movement 
for  improving  the  processes  of  democracy  in  their  fiscal  and 
organic  aspects  is  a  movement  that  must  be  carried  forward  by 
a  relatively  small  number  of  far-seeing  and  determined  persons. 

In  coupling  the  subject  of  retrenchment  with  that  of  admin- 
istrative reorganization  there  is,  I  think,  a  fairly  concealed 
pitfall  for  the  unwary.  Manifestly  there  is  a  close  relation 
between  the  two.  It  is  almost  inconceivable  that  an  orderly 
budget  system  could  be  set  down  upon  a  disorderly  admin- 
istrative system  and  be  made  to  function  with  adequacy.  I  do 
not  wish  to  strike  a  note  of  disharmony  or  of  disheartenment. 
We  are  not  in  this  Academy  conference  attempting  to  put  any- 
thing across  by  exaggeration,  but  to  discuss  the  facts  as  we 
see  them.  We  ought  to  recognize,  therefore,  that  through 
many  years  we  have  been  undaunted  worshippers  at  the  shrine 
of  governmental  reorganization.  When  anything  goes  wrong 
with  the  human  machine  that  we  call  the  government,  it  seldom 
occurs  to  us  that  the  trouble  lies  in  the  quality  of  the  personnel. 
Almost  immediately  somebody  lays  the  blame  upon  the  kind 
of  organization  that  prevails,  and  proposals  to  reorganize  are 
brought  forward.  Apparently  we  have  unshakeable  faith  in 
the  mystic  potenc}'^  of  the  law  as  a  ready  remedy  for  every 
evil  that  attacks  the  body  of  our  politics.  Indeed  not  a  little 
of  the  disarray  in  our  administrative  organization  which 
ought  to  be  eliminated  by  a  thoroughgoing  overhauling  can 
be  properly  ascribed  to  this  very  faith,  expressing  itself,  as  it 
often  has,  in  hasty  and  piecemeal  reorganization  undertaken 
with  the  end  in  view  of  alleviating  this  or  that  alleged  malady. 
So  much  of  value  can  nevertheless  be  accomplished  by  the 
establishment  of  a  scientific  budget  system  and  a  reasonable 
reorganization  of  some  of  the  administrative  activities  of  the 
national  government  that  we  should  have  no  hesitancy  in 
recognizing  the  limitations  that  inhere  in  these  related  pro- 
posals. Perhaps  I  may  be  permitted  to  point  out  one  or 
two  of  these. 

Those  who  sanguinely  suppose  that  either  of  these  reforms 
is  going  to  result  in  any  enormous  or  even  very  substantial 
reduction  of  expenditures  are,  I  fear,  doomed  to  disillusion- 
ment.     Apart  from  the  fact  that  so  overwhelming  a  part  of 
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our  national  revenue  is  expended  upon  the  national  debt  and 
the  maintenance  of  the  military  and  naval  establishments,  it 
is  perfectly  evident,  when  we  get  down  to  hard  reality,  that 
the  margin  of  possible  savjng  even  in  the  most  scientific  of 
budgets  is  relatively  small.  It  is  absurd  to  assume  that  either 
budget  system  or  administrative  reorganization  can  be  inau- 
gurated without  reference  to  and  constant  consideration  of 
the  existing  personnel  establishments  of  the  government.  In 
plain  fact  those  establishments  operate  as  a  mandate  for  ex- 
penditure that  is  far  more  binding  than  any  mere  mandate  of 
the  law.  We  cannot  set  out  to  build  and  operate  a  new 
house ;  we  can  only  remodel  an  old  house  and  operate  it 
largely  with  the  force  already  in  service.  There  is  no  such 
thing  as  starting  anew,  unless  the  government  is  prepared  to 
adopt  a  policy  of  ruthlessness  which  not  even  a  private  enter- 
prise would  pursue  and  which,  needless  to  say,  the  public 
would  not  for  a  moment  tolerate.  Standardization  of  work 
and  of  pay  is  an  excellent  thing  to  struggle  toward;  but  it  is 
an  extraordinarily  difficult  thing  to  accomplish  in  an  exist- 
ing establishment  of  large  and  ramifying  dimensions.  It  is 
indeed  next  to  impossible  of  complete  realization.  Unques- 
tionably money  can  be  saved  here  and  there  and  service  can 
be  improved  by  reorganization  and  by  improved  budgetary 
methods.  But  so  long  as  practically  the  whole  of  the  existing 
establishment  constitutes  in  effect  a  fixed  charge,  the  net  result 
cannot  be  relatively  large  financially.  It  would  be  none  the 
less  important.  To  my  mind  its  importance  would  lie  not  in 
the  comparatively  small  saving  of  dollars  or  improvement  of 
service,  but  in  the  example  of  orderliness  and  decency  and  of 
sense  of  responsibility  which  the  government  ought  to  set. 
The  government  should  be  not  only  a  model  employer  but  also 
a  model  housekeeper.  I  sometimes  thing  that  we  scarcely 
realize  the  extent  of  the  pernicious  influence  that  is  now 
exerted  by  the  shiftless  and  irresponsible  fashion  in  which 
public  affairs  are  so  often  managed. 

Every  student  of  American-  politics  knows  how  the  edifice 
of  our  administrative  organization  has  grown  into  gigantic 
being  at  the  hands  of  the  changing  architects  of  successive 
Congresses.  That  it  is  not  more  rambling  than  it  is  is  the 
most  remarkable  thing  about  it.     That  it  is  in  need  of  both 
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interior  and  exterior  alterations  with  reference  to  the  relation 
and  unrelation  of  its  numerous  services  is  undeniable.  But 
here  again  it  is  easy  to  become  over-enthusiastic  about  "  scien- 
tific "  organization.  The  truth  of  the  matter  is  that  in  any 
large  enterprise  where  a  multiplicity  of  services  are  performed 
there  is  no  single  scheme  of  organization  that  can  claim  any 
exclusive  right  to  be  called  scientific.  Even  from  the  point  of 
view  of  relation  of  function  there  are  invariably  possible  alter- 
natives. To  argue  that  such  alternatives  do  not  exist  is  merely 
to  be  innocent  or  opinionated  or — worse  than  these — academic. 
In  every  large  department  store  in  New  York  the  shopper  will 
occasionally  find  a  departmental  organization  for  the  offering 
of  goods  that  strikes  him,  in  his  journe>'  from  cellar  to  attic, 
as  highly  unscientific  from  the  viewpoint  of  his  own  peculiar 
needs.  The  reason  is  size  and  variety'.  From  both  of  these 
qualities  the  government  suffers  in  the  matter  of  effective  or- 
ganization. Even  so,  the  glaring  anomalies  that  prevail  are 
sufficiently  numerous  to  call  for  a  complete  survey  of  the  entire 
administration  and  a  readjustment  of  services  to  the  end  of 
creating  a  more  logical  functional  arrangement. 

P^or  many  years  we  have  heard  a  great  deal  of  advocacy  of 
putting  the  government  upon  a  business  basis.  Again  and 
again  it  has  been  asserted  that  the  conduct  of  government  is 
nothing  more  nor  less  than  the  conduct  of  business;  and  the 
methods  and  achievements  of  private  business  in  America  have 
been  set  in  laudator^'  contrast  with  the  methods  and  achieve- 
ments of  our  various  units  of  government.  In  my  judgment 
this  contrast  has  been  sadly  overworked.  I  need  not  point 
out  that  the  aims  and  purposes  of  our  government  are  different, 
if  not  indeed  opposite,  to  those  of  private  business;  and  that 
aims  and  purposes  cannot  fail  to  affect  methods  and  achieve- 
ments. Personally  I  should  regret  to  see  the  government  put 
wholly  upon  a  business  basis  even  if  that  were  possible — which 
ha[)pily  it  is  not.  It  is  true  that  many  of  the  activities  of  gov- 
ernment api)ear  to  be  identical  with  those  of  business.  In  the 
purchase  of  supplies,  in  the  acquisition  of  land  and  the  erection 
of  buildings,  in  the  emj)loymcnt  and  direction  of  large  numbers 
of  jjcrsons,  in  bookkeeping  and  accounting,  and  in  many  other 
respects  the  government  seems  to  be  carr)'ing  on  merely  busi- 
ness operations.      But  it  should  not  be  ignored  that  these  oper- 
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ations  are  carried  on  under  legal  limitations  that  are  unknown 
to  private  business.  There  is  probably  not  a  bureau  chief  in 
Washington  who  could  not  greatly  improve  the  service  of  his 
bureau  and  somewhat  reduce  its  expenditures  if  he  were  not 
faced  with  the  formidable  obstacle  of  the  law.  He  is  straight- 
jacketed  by  its  infinite  minutiae.  Shall  we  then  move  to 
dispense  with  the  detailed  statutes  by  which  the  administration 
is  subjected  to  control?  If  official  competence  and  honesty 
can  be  assumed,  it  is  undeniable  that  many  of  the  detailed 
regulations  with  which  the  law  now  encompasses  the  admin- 
istrator could  profitably  be  erased  from  the  statute  books.  But 
that  is  not  the  American  way.  For  generations  we  have  been 
making  officials  good  and  wise  by  statute.  To  abandon  this 
practice  would  be  truly  revolutionary.  Perhaps  in  the  course 
of  time  we  may  come  to  it  by  a  gradual  process.  In  the  mean- 
time we  must  bear  in  mind  that  the  law  is  responsible  for 
many  an  administrative  absurdity.  We  must  bear  in  mind 
also  that  administrative  reform  must  be  the  work  of  Congress 
and  not  of  the  Executive,  Indeed  it  is  not  far  from  true  to 
say  that  administerative  reform  presupposes  at  Itast  a  measure 
of  congressional  reform. 
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HERBERT  D.    BROWN 
Chief  of  the  United  States  Bureau  of  EflBcicnc7,  Waahington,  D.  C, 

THE  most  salient  fact  concerning  the  expenditures  of  the 
federal  government  of  the  United  States,  historically 
considered,  is  their  enormous  and  unceasing  expansion. 
In  1 79 1  the  total  of  expenditures  for  ordinary  purposes,  ex- 
clusive of  the  postal  expenses,  was  a  little  over  three  million 
dollars.  (I  wish  to  say  at  this  point  that  the  figures  that  I  shall 
give  in  this  paper  exclude  all  postal  revenues  and  expenditures.) 
It  was  not  until  1800  that  the  total  had  risen  to  above  ten 
million  dollars.  The  average  annual  expenditure  during  the 
first  decade  was  about  five  millions.  Today,  a  century  and  a 
quarter  later,  the  annual  total  is  above  five  billion  dollars. 
We  are  now  spending  on  the  average  one  billion  of  dollars  for 
each  million  of  dollars  that  was  expended  in  the  early  years 
of  the  Republic — one  thousand  times  as  much. 

The  expansion  in  spending  has  been  accelerated  as  time  has 
passed.  Only  twice  in  the  twenty  years  preceding  181 2,  did 
federal  expenditures  reach  a  total  of  ten  millions  a  year.  In 
the  forty  years  which  followed,  up  to  1845,  the  average  was 
about  twenty  millions  a  year.  By  i860,  the  outgo  was  ap- 
proximately sixty  millions.  After  the  Civil  War  the  amount 
came  to  about  three  hundred  millions.  At  the  beginning  of 
the  twentieth  century  it  had  reached  half  a  billion.  By  191 5 
it  had  crept  up  to  three-quarters  of  a  billion.  Today  it  is  five 
billions,  with  no  prospect,  even  under  the  most  favorable  cir- 
cumstances, of  falling  below  four  billions  for  many  years. 
The  estimates  of  the  Secretar>'  of  the  Treasur}'  for  next  year, 
1922,  are  four  and  a  half  billion  dollars,  with  no  provision  for 
soldiers'  bonuses. 

Of  course,  this  increase  has  not  been  uniform.  Bulges  in 
the  curve  of  increase  occur  at  the  time  of  ever}'  war — the  War 
of  181 2,  the  Mexican  War,  the  Civil  War,  the  Spanish- Ameri- 
can War,  and  the  World  War.      In  ejich  case,  after  the  cessation 
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of  hostilities,  expenditures  have  declined  once  more;  but  they 
have  never  fallen  to  prewar  levels. 

The  mere  fact  of  expansion  itself  is  not  very  significant. 
When  the  Constitution  was  adopted,  and  the  federal  govern- 
ment established,  the  United  States  consisted  of  a  few  million 
citizens  dwelling  along  the  Atlantic  seaboard.  Since  then  the 
territorial  sovereignty  of  the  United  States  has  been  extended 
across  the  entire  continent;  and  overseas  possessions  have  been 
acquired.  The  population  of  continental  United  States  has 
grown  to  a  total  of  over  one  hundred  and  seven  millions.  The 
national  wealth  of  the  country  has  multiplied  many  fold  in  the 
last  century,  while  the  purchasing  power  of  the  dollar  has 
fallen  greatly.  And  furthermore  there  has  been  an  unremit- 
ting endeavor  to  widen  the  scope  and  character  of  the  activities 
of  the  federal  government.  Naturally  our  expenditures  have 
had  to  increase. 

In  the  year  1789,  three  executive  departments,  State,  War, 
and  Treasury,  were  established,  together  with  two  executive 
offices,  the  efl^ce  of  the  Attorney-General  and  the  oflSce  of 
the  Postmaster-General.  In  the  year  1798  the  Navy  Depart- 
ment was  established.  Beginning  about  the  middle  of  the 
nineteenth  century,  other  departments  were  created:  the  In- 
terior Department  in  1849,  the  Department  of  Justice  in  1870, 
the  Department  of  Agriculture  in  1889,  the  Department  of 
Commerce  and  Labor  in  1903,  and  the  Department  of  Labor 
in  191 3.  In  the  meantime  more  and  more  independent  estab- 
lishments, that  is,  executive  offices  not  under  the  jurisdiction  of 
any  department,  were  created,  until  the  number  now  exceeds 
thirty. 

And  this  only  tells  a  part  of  the  story.  The  real  growth 
has  been  in  the  kinds  of  the  activities  that  have  been  added 
to  the  work  of  the  national  government.  A  few  of  the  under- 
takings that  have  been  started  within  the  last  generation  are: 
the  regulation  of  railroads  through  the  Interstate  Commerce 
Commission  ;  the  regulation  of  trade  practices  through  the  Fed- 
eral Trade  Commission  ;  the  administration  of  the  civil  service 
law  through  the  Civil  Service  Commission  ;  the  enforcement 
of  the  pure  food  and  drugs  act  through  the  Department  of 
Agriculture;  the  supervision  of  national  sanitation  and  health 
through  the  Public  Health  Service;  the  promotion  of  foreign 
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trade  through  the  Bureau  of  Foreign  and  Domestic  Commerce; 
and  the  enforcement  of  the  Volsted  prohibition  act,  through 
the  Bureau  of  Internal  Revenue.  Tliese  are  only  a  few  of 
the  innumerable  additions  that  have  been  made  from  time  to 
time  to  the  functions  of  the  executive  departments. 

Other  additions  and  functions  are  today  being  made,  or 
urged,  most  of  them  very  proper  activities  which  can  be  de- 
scribed as  regulatory,  educational,  or  scientific  ajid  investiga- 
tive. But  they  all  cost  money.  Furthermore,  the  primary 
operations  of  the  government  have  grown  constantly  more 
expensive,  notably  the  operations  of  the  War  and  Navy  De- 
partments. Invention  and  scientific  progress  have  rendered 
the  art  of  war,  and  the  means  of  defense  both  on  land  and 
sea,  highly  technical  and  costly. 

All  these  facts  must  be  kept  in  mind  when  we  contemplate 
the  astonishing  increase  in  the  cost  of  our  federal  govern- 
ment. And  yet  that  increase  is  startling  enough.  In  1795 
the  per  capita  share  of  the  annual  expenditures  was  approxi- 
mately $1.34;  in  1850  it  was  approximately  $2.25;  in  1885  it 
was  approximately  $5.66;  in  1900  it  was  approximately  $8.17; 
in  1910  it  was  approximately  $10.12.  Today,  in  192 1,  the 
per  capita  share  of  the  annual  expenditures  of  the  federal  gov- 
ernment is  approximately  $47.65.  The  increase  itself  is  ar- 
resting. But  it  is  the  fact  of  tremendous  acceleration  in  recent 
years  that  really  gives  us  pause. 

Likewise  the  amount  of  the  interest-bearing  debt  of  the 
United  States  has  been  steadily  climbing.  Generally  speaking, 
this  debt  has  grown  as  the  country  has  grown  ;  but  it  has  shown 
great  fluctuations.  After  each  war  there  is  a  sharp  upward 
trend,  followed  by  a  slow  decline,  which  never  is  permitted 
to  continue  long  enough  to  achieve  the  previous  low  levels  be- 
fore a  new  war  occurs. 

In  I  791  the  public  debt  of  the  United  States  was  $75,169,974. 
The  amount  varied  a  little  up  and  down  until  iSio.  By  1812 
it  had  been  shaved  to  $45,035,023.  The  War  of  1812-1814 
pushed  the  amount  up  to  $108,745,818  in  1816,  and  to  $115.- 
807,805  in  1 81 7.  By  1830  this  amount  had  been  gradually 
worked  down  to  $48,565,406.  In  1S57  it  was  as  low  as  $28,- 
460,958.  The  Civil  War  lifted  the  national  debt  to  365  mil- 
lions in   1862;   707  millions  in    1863;    1,360  millions  in    1864; 
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2,221  millions  in  1865;  2,332  millions  in  1866.  This  last 
figure  was  the  high-water  mark  following  the  Civil  War.  It 
necessitated  an  interest  payment  for  that  year  of  $146,068,196. 
The  total  amount  of  the  public  debt  first  fell  below  two  billions 
in  1 87 1.  But  by  1888  it  had  fallen  to  one  billion  of  dollars 
and  it  continued  to  stand  at  something  less  than  one  billion 
until  1 91 6.  In  that  year  the  total  amount  of  the  interest- 
bearing  public  debt  was  $971,562,590.  Then  came  the  un- 
precedented expenditures  of  the  war  with  the  Central  powers. 
In  191 7  the  debt  went  to  nearly  three  billions  ;  in  19 18  to  nearly 
twelve  billions;  and  in  1919  to  over  twenty-five  billions.  It 
is  now  approximately  twenty-four  billions.  The  amount  of 
the  annual  interest  charge  in  1920  was  $1,016,592,219. 

It  is  safe  to  say,  therefore,  that  the  public  debt  of  the 
United  States  has  always  been  the  product  of  war.  In  each 
interval  of  peace,  progress  has  been  made  in  whittling  down 
the  amount.  This  progress,  however,  has  been  in  every  case 
arrested,  before  it  has  gone  far  enough  to  make  the  elimination 
of  the  burden  possible,  by  the  occurrence  of  a  new,  and  un- 
fortunately a  more  expensive,  conflict.  The  only  condition 
that  would  give  any  assurance  that  the  debt  of  the  United 
States  could  be  wiped  out,  or  could  be  brought  to  such  small 
proportions  that  it  would  cause  little  concern,  would  be  a  pro- 
longed period  of  peace  and  commercial  activity. 

Within  the  last  two  years,  two  analyses  have  been  made  of 
government  expenditures,  which  show  that  the  chief  extra- 
vagance in  public  oflSces  is  not  the  one  most  frequently  men- 
tioned, that  is,  waste  due  to  improper  organization  but  some- 
thing quite  difl'erent.  The  first  of  these  analyses  was  made 
by  Dr.  Edward  B.  Rosa  of  the  Bureau  of  Standards  and  cov- 
ered expenditures  for  the  fiscal  year  1920 ;  the  second  was  made 
by  the  Bureau  of  Eflficiency  and  covers  appropriations  for  the 
current  fiscal  year  of  192 1.  In  the  fiscal  year  ended  June  30, 
1920,  out  of  a  total  of  $5,686,005,705  spent,  the  sum  of  $3,- 
855,482,385,  or  67.8  per  cent  went  for  expenses  arising  from  the 
recent  and  from  previous  wars..  The  interest  on  the  public  debt 
took  over  a  billion  dollars ;  the  federal  control  of  transporta- 
tion, over  a  billion;  the  United  States  shipping  program,  686 
millions;  pension  and  War  Risk  Insurance  payments,  337  mil- 
lions ;  and  so  on  through  a  number  of  smaller  items.     The  War 
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and  Navy  Departments  combined  expended  $1,424,138,676,  or 
about  25  per  cent  of  the  total.  It  is  fair  to  say,  therefore,  that 
approximately  92  per  cent  of  the  expenditures  of  1920  was 
absorbed  in  paying  for  past  wars  and  providing  for  national 
defense.  This  left  only  $406,384,443,  out  of  a  total  of  five  and 
two-thirds  billions,  or  about  8  per  cent,  to  maintain  the  legis- 
lative and  judicial  branches  of  the  government  and  to  carry  on 
all  the  civilian  activities,  including  public  works,  promotion  of 
trade  and  agriculture,  and  the  supervision  of  health,  education, 
and  research,  of  the  executive  departments.  The  fiscal  year 
1920  was,  of  course,  an  abnormal  year,  since  our  heaviest  war 
contracts  were  settled  in  that  year.  But  of  the  appropriations 
for  the  current  fiscal  year,  which  will  end  June  30,  192 1,  88 
per  cent  are  for  war  purposes,  past  or  future.  The  total  cost 
of  maintaining  the  civilian  establishment  of  the  government, 
outside  of  the  expenses  for  public  works,  does  not  run  above 
250  millions  of  dollars  a  year  in  these  times.  These  percentages 
aflford  food  for  thought  for  those  who  imagine  that  government 
expenditures  can  be  drastically  reduced  by  a  reorganization  of 
the  executive  departments,  or  by  the  institution  of  a  budget  sys- 
tem, or  by  the  introduction  of  more  economical  and  eflScient 
methods  in  governmental  business. 

In  war  time  the  expenditures  have  always,  in  our  history, 
made  sudden  and  unprecedented  leaps;  in  war  time  the  public 
purse  has  no  puckering  strings.  Our  financial  experience  dur- 
ing the  recent  world  war  is  not,  indeed,  unique.  It  finds  a  re- 
markable parallel  in  the  Civil  War,  and  to  some  extent  in  the 
other  wars  that  this  Nation  has  fought.  This  parallel  can  best 
be  brought  out  by  contrasting  the  cxi)cnditures  during  the 
course  of  a  war  with  the  expenditures  in  the  years  immediately 
preceding.  This  comparison  can  be  made  most  accurately  by 
taking  the  total  expenditure  of  the  government  in  the  second 
year  preceding  the  outbreak  of  war  as  the  base  and  computing 
the  index  figures  for  the  years  immediately  following. 

Our  second  war  with  I*!ngland  broke  out  in  1812  ;  the  Mexi- 
can War  in  1846;  the  Civil  War  in  1861  ;  the  Spanish-American 
War  in  1898.  We  entered  the  World  War  in  1917.  The  index 
figures  of  expenditures  for  the  War  of  1812  run  as  follows: 
1810,  100;  1812,  239;  1813,  374;  1814,  410.  This  last  year 
of  the  war  was  the  peak;  but  after  the  War  of  1812  as  after 

(340) 


No.  3]       DEVELOPMENT  OF  NATIONAL  EXPENDITURES  u 

subsequent  wars  the  expenditures  remained  high  for  some 
years.  In  1815  the  index  figure,  still  using  1810  as  a  base,  was 
389;  in  1816,  368.      In  181  7  it  had  dropped  to  236. 

For  the  Mexican  War  similar  index  figures  are  as  follows: 
1844,  100;  1846,  118;  1847,  242;  1848,  212;  1849,  193;  1850, 
182.  Here  again  we  have  a  sharp  increase  at  the  outbreak  of 
the  war,  a  steady  climb  to  the  end  of  the  war,  and  then  a 
decline  that  is  gradual  rather  than  steep. 

The  Civil  War  was  more  severely  contested  and  was  fought 
on  a  larger  scale.  The  index  figures  for  the  Civil  War  are 
as  follows:  1859,  100;  1861,  96;  1862,  726;  1863,  1,119;  1864, 
1,346;  1865,  2,017;  ^^^^,  809;  1867,  535;  1868,  570.  The 
peak  in  the  Civil  War,  it  should  be  noted,  is  the  high  index 
figure  of  2,017,  using  the  expenditure  of  a  normal  prewar 
year  as  the  base. 

The  Spanish- American  War  began  in  April  1898  and  ended 
in  December  of  the  same  year.  Its  brevity  prevented  it  from 
exercising  so  marked  an  eflfect  upon  expenditures  as  previous 
conflicts.  The  index  figures  follow:  1896,  lOO;  1898,  126; 
1899,  174;  1900,  140;  1901,  147. 

In  the  World  War  the  expenditure  for  191 5,  approximately 
$724,763,000,  is  taken  as  the  base.  The  index  figures  then 
are:  1915,  100;  1917,  285;  1918,  1,899;  I9I9>  2,610;  1920, 
847;  192 1,  (estimated)  691.  The  expenditures  in  the  World 
War  reached  the  staggering  total  in  the  one  year  of  1919  of 
nearly  nineteen  billions  of  dollars.  The  index  figure  for  this 
year,  using  a  normal  prewar  year  as  the  base,  is  2,610,  whereas 
the  peak  year  in  the  Civil  War,  1865,  shows  an  index  figure, 
computed  on  a  similar  basis,  of  2,017.  Yet  there  is  a  remark- 
able parallelism  between  the  two  wars.  Let  me  repeat  the 
index  figures  for  the  years  1864-67,  and  the  years  1918-21; 
1864,  1,346;  1865,  2,017;  1866,  809;  1867,  535.  The  later 
series  runs:  1918,  1,899;  1919,  2,610;  1920,  847;  1921,  691. 
Undoubtedly,  if  the  expenditures  of  the  United  States  had  not 
been  swelled  during  the  last  war  by  loans  to  foreign  govern- 
ments, the  similarity  between  the  index  figures  for  the  Civil 
War  and  for  the  last  war  would  be  even  closer. 

In  general,  it  may  be  said  that  war  is  the  great  consumer  of 
public  revenues,  and  that  invariably  war  brings  in  its  train 
obligations  that  prevent  expenditures  from  falling  to  anything 
like  prewar  levels  in  the  succeeding  years. 
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^Xnother  statistical  approach  to  the  historical  aspects  of  war 
expenditures  consists  in  comparing  the  percentages  of  expen- 
ditures for  the  Army  and  Navy  with  the  total  expenditures, 
exclusive  of  postal,  during  prewar  years,  during  war  years,  and 
during  post-war  years.  For  example,  in  i8lO,  two  years  be- 
fore the  War  of  1812  began,  the  expenditure  of  the  W'ar  and 
Navy  Departments  was  46.6  per  cent  of  the  total  ordinary  ex- 
penditures for  that  year.  In  1812,  the  percentage  for  the  War 
and  Navy  Departments  had  risen  to  77.8;  in  1813,  it  was 
82.3;  in  1814,  it  was  79.7.  After  the  war,  the  percentage  re- 
mained high,  but  began  to  decline.  In  1815,  it  was  71. 2;  in 
1 8 16,  it  was  63.6;  in  181  7,  it  was  56.6.  By  1820  it  had  fallen 
to  the  new  low  level  of  38.4. 

In  1844,  two  years  before  the  Mexican  War,  the  percentage 
of  expenditures  for  the  War  and  Navy  Departments  of  the  total 
ordinary  expenditures  was  52.1.  In  1846,  it  was  63.8  ;  in  1847, 
80.4;  in  1848,  78.      It  dropped  in  1849  to  56  ;  and  in  1850  to  43. 

In  1859,  the  percentage  of  expenditures  for  the  War  and 
Navy  Departments  of  the  total  ordinarv'  expenditures  was  59. 
In  1862,  it  had  reached  92.7;  and  in  1863,  92.8.  In  1864,  it 
was  89.8;  in  1865,  it  was  89.1.  It  fell  to  62.9  in  1866  and  to 
36.7  in  1867.      By  1871  the  percentage  had  declined  to  19. 9. 

The  Spanish-American  War  was  peculiar  in  that  the  per- 
centage of  expenditures  for  the  War  and  Navy  Departments  of 
the  total  ordinary  expenditures  never  went  above  50.  In  1896, 
the  percentage  was  22.7;  in  1898,  the  percentage  was  34.9;  in 
1899,  the  percentage  was  49.2;  in  1900,  the  percentage  was 
39.6.  The  Spanish-American  War  was  a  brief,  sharp  struggle 
which  did  not  last  long  enough  to  call  forth  or  require  the  full 
energies  of  the  American  people. 

The  percentages  for  the  World  War  are  interesting  on  ac- 
count of  the  fact  that  the  percentages  of  expenditures  for  actual 
operations,  that  is  for  the  War  and  Navy  Departments,  were 
never  extremely  high,  despite  the  fact  that  over  nine  billions 
of  dollars  were  expended  for  the  Army  in  1919  and  over  two 
billions  for  the  Navy  in  that  same  year.  The  percentage  of 
the  total  expenditures  was,  in  this  peak  year,  59.5,  whereas  in 
the  Civil  War  the  same  percentage  stood  above  92.  during  two 
successive  years,  1862  and  1863,  and  stood  above  89.  in  the  two 
following  years,  1864  and  1865.     This  may  be  explained  partly 
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by  the  fact  that  our  expenditures  during  the  World  War  in- 
cluded heavy  loans  to  our  associates  in  the  conflict.  It  may 
also  be  explained  in  part  by  the  fact  that  the  nature  of  war  has 
changed  to  some  extent  and  involves  greater  exertions  on  the 
part  of  the  civilian  population,  so  that  part  of  the  expenditures 
which  really  go  for  war  purposes  are  not  made  through  the 
War  and  Navy  Departments. 

The  percentages  of  expenditure  by  the  War  and  Navy  De- 
partments of  total  ordinary  expenditures  for  the  last  few  years 
are  as  follows :  1916,  44.5;  1917,  33.7;  1918,  51.2;  1919,  59.5; 
1920,  28.1;  1921,  (estimated)  34.4.  In  other  words,  our  ex- 
penditures for  the  War  and  Navy  Departments  today,  in  1 921, 
do  not  bear  a  substantially  larger  proportion,  34.4  per  cent, 
to  the  total  expenditures  of  the  Government  than  they  did  in 
191  7,  when  the  percentage  was  33.7.  This  is  simply  another 
way  of  saying  that  the  aftermath  of  a  great  war  is  so  costly 
that  it  can  conceal  in  percentages  even  a  vast  expansion  in 
armament.  This  expansion  has  taken  place.  In  1916  we  were 
paying  for  our  Army  approximately  $164,636,000.  In  1921 
we  were  paying  for  our  Army  approximately  $1,027,750,000. 
In  1916  we  were  paying  for  our  Navy  $155,029,000.  In  1921 
we  were  paying  for  our  Navy  approximately  $697,500,000. 

I  take  it  that  the  value  of  an  historical  survey  of  the  ex- 
penditures of  the  federal  government  lies  chiefly  in  the  lessons 
that  it  affords  for  the  present  and  the  future.  If  this  be  true, 
and  taking  a  long  view  of  the  situation,  we  may  safely  conclude 
that  by  far  the  most  important  step  that  we  may  take  toward 
eventual  savings  is  the  avoidance  of  further  wars.  In  the  last 
century  and  a  quarter  the  great  increases  in  the  expenditures 
of  the  federal  government  have  synchronized  with  the  occur- 
rence of  wars.  Even  small  wars  have  caused  expenditures  to 
mount  rapidly,  and  great  wars  have  made  them  soar.  After 
each  war,  expenditures  have  been  reduced  somewhat  under  the 
pressure,  no  doubt,  of  an  economy  drive  such  as  we  are  wit- 
nessing today.  Before  retrenchment  and  prosperity  have  en- 
abled us  to  return  to  a  norma'l  rate  of  expenditure,  however, 
another  war  has  forced  us  into  fresh  extravagances  and  has 
loaded  us  with  new  debts. 

One  of  the  characteristics  of  war  psychology  is  the  reckless- 
ness with  which  money  is  poured  out.      People  feel,  during  a 

(343) 


1 4      A' A  TIONAL  EXPENDITURES  AND  PUBLIC  ECONOMY    [Vol.  IX 

war  crisis,  that  no  sacrifice  is  too  great,  and  no  outlay  too  large, 
so  long  as  victory  is  achieved.  No  hesitation  is  felt  about  im- 
posing the  highest  taxes  that  can  be  collected,  issuing  the  great- 
est volume  of  paper  money  that  can  be  absorbed,  or  raising  the 
largest  loans  that  can  be  floated.  All  this  is,  of  course,  more 
or  less  inevitable.  It  is  inseparable  from  the  nature  of  war 
itself.  In  war  time  the  military  authorities,  from  the  President 
down,  absorb  practically  the  entire  direction  of  the  govern- 
ment. During  the  last  war  I  remember  hearing  the  Chairman 
of  the  Committee  on  Appropriations  of  the  House  of  Repre- 
sentatives say  that  his  Committee,  and  Congress  as  a  whole,  did 
not  dare  to  reduce  materially  the  estimates  of  the  officers  of 
the  Army  and  the  Navy,  even  though  these  officers  were  asking 
for  hundreds  of  millions  every  week.  He  said  further  that 
should  Congress  fail  promptly  to  appropriate  as  much  as  was 
asked  and  then  any  reverse  was  suffered,  the  people  would 
throw  all  the  blame  on  the  legislature.  There  is  enough  truth 
in  what  he  said  to  make  it  certain  that  in  any  war  no  brakes 
can  be  put  upon  expenditures. 

The  only  way  to  avoid  these  orgies  of  extravagance,  the 
burdens  of  which  fall  alike  on  present  and  future  generations, 
is  to  prevent  wars  or  to  refrain  from  entering  wars.  This  is 
the  paramount  problem  of  statesmen  and  economists.  No  other 
question  in  the  world  is  so  vital.  We  have  come  to  a  time  in  the 
history  of  mankind  when  not  the  progress  of  civilization  but 
the  actual  preservation  of  civilization  is  the  subject  which 
bodies  like  the  Academy  must  consider. 

The  more  immediate  aspect  of  our  problem  is  how  to  reduce 
the  swollen  expenditures  which  the  national  government  is 
making  today  and  in  that  way  reduce  taxes,  direct  and  indirect. 
The  principal  suggestions  that  have  been  put  forward  for  the 
accomj)lishment  of  this  purpose  are: 

(  I )   Reduction  in  militar\-  and  naval  expenditures. 

(2)  Reduction  in  the  interest  charges  on  the  public  debt. 

(3)  A  more  stringent  policy  in  respect  to  enlarging  or  in- 
creasing functions  of  government  and  rendering  assistance  to 
private  enterjjrise,  particular!)-  to  railroads,  to  shipping,  and 
to  agriculture. 

(4)  Reorganization  of  the  executive  departments  and  field 
agencies  to  the  end  that  waste,  extravagance,  and  duplication 
may  be  eliminated. 
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(5)  The  establishment  of  a  national  budget  system. 

(6)  Recovery  of  at  least  a  part  of  the  moneys,  amounting  to 
about  ten  billion  dollars,  loaned  to  European  nations  during 
the  late  war. 

I  shall  not  attempt  to  discuss  the  foregoing  proposals  in 
detail  lest  I  trench  upon  the  province  of  succeeding  speakers. 
It  is  plain  that  the  chief  way  to  reduce  taxes  is  to  reduce  the 
military  and  naval  expenditures,  since  20  per  cent  of  our  ap- 
propriations this  year  are  for  military  and  naval  purposes,  and 
68  per  cent  for  past  wars.  Reduction  in  interest  charges  on 
the  public  debt  is  a  matter  for  the  consideration  of  financial 
experts.  The  various  proposals  for  government  bonuses  and 
aid  to  private  enterprise  in  the  field,  for  instance,  of  trans- 
portation, shipping,  and  agriculture,  will  be  discussed  by  other 
speakers  on  the  program.  The  reorganization  of  the  executive 
departments  is  a  problem  to  which  the  Bureau  of  Efficiency  has 
given  a  great  deal  of  study  and  on  which  it  has  collected  a  large 
amount  of  data.  A  Joint  Congressional  Committee  composed 
of  three  members  of  the  Senate  and  three  members  of  the 
House  of  Representatives,  to  which  has  been  added  a  repre- 
sentative of  the  Executive,  is  now  at  work  on  the  details  of  a 
program  for  reorganization,  and  the  data  collected  hy  the 
Bureau  of  Efficiency  has  been  placed  at  its  disposal.  A  bill 
establishing  a  national  budget  system  passed  the  last  Congress 
and  failed  only  through  Executive  veto.  A  budget  bill  has 
passed  both  Houses  of  this  Congress  and  is  now  in  the  hands 
of  the  conferees.^  Recovery  of  the  moneys,  in  whole  or  in  part, 
loaned  to  other  nations  during  the  last  war,  is  a  subject  that 
will  have  to  be  settled  by  those  who  control  our  foreign  policy. 

An  historical  survey  of  the  expenditures  and  financial  his- 
tory of  the  federal  government  convinces  us  that  something 
may  be  done  to  lower  the  costs  of  present-day  administration ; 
but  that  not  so  much  can  be  accomplished  as  is  often  believed 
by  sanguine  and  untrained  observers.  I  have  myself  for  many 
years  been  attempting,  in  a  modest  way,  to  effect  economies 
through  the  introduction  of  better  and  more  efficient  methods 
in  the  business  of  the  departments  and  independent  establish- 
ments at  Washington.      I  know  that  substantial   reductions  in 

1  It  became  law  June  10,  1921. 
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expense  may  be  accomplished  by  painstaking  and  special  effort, 
but  I  also  know  that  nothing  revolutionary  can  be  accomplished 
by  these  means  so  long  as  obligations  necessitating  the  expendi- 
ture of  hundreds  of  millions  of  dollars  are  incurred  every  year 
or  two.  It  seems  to  me,  if  I  may  be  permitted  to  say  so,  that 
persons  who  come  into  the  government  fresh  from  other  fields 
of  endeavor  or,  more  particularly,  who  view  the  processes  of 
government  from  a  distance,  sometimes  have  a  tendency  to 
imagine  that  enormous  cuts  in  expenditures  can  be  effected 
without  difficulty  and  to  believe  that  they  have  discovered  some 
magic  remedy  for  what  they  term  government  waste  and  ex- 
travagance, which,  curiously  enough,  has  escaped  the  attention 
of  those  who  are  struggling  with  the  problem  in  Congress  and 
in  the  executive  branch  of  the  government  day  after  day  and 
month  after  month.  I  do  not  wish  to  disparage  these  persons; 
they  often  furnish  the  enthusiasm  and  initiative  which  bring 
about  improvements. 

In  conclusion,  I  wish  to  say  that  the  program  for  this 
discussion  is  both  complete  and  timely.  The  facts  that  will  be 
brought  out  at  this  meeting  will  contribute  much  toward  a 
solution  of  the  perplexing  problems  with  which  the  govern- 
ment and  the  people  are  confronted  at  this  time. 
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REORGANIZATION  ' 

JOHN  T.   PRATT 
Chairman  of  the  National  Budget  Committee 

The  Problem  of  Reorganisation 

THE  primary  defects  of  the  organization  of  the  executive 
branch  of  the  government  are:  First,  the  inclusion  in 
certain  executive  departments  of  agencies  and  activi- 
ties which  have  little  or  no  relation  to  each  other,  or  to  the  major 
work  which  the  departments  were  established  to  perform; 
second,  the  location  in  different  departments  of  agencies  whose 
work  lies  in  the  same  field  or,  at  any  rate,  in  analogous  fields ; 
and  third,  the  absence  of  definite  direction  and  control  of  the 
executive  branch  as  a  whole.  In  a  general  way,  at  least,  these 
defects  are  well  known.  Everyone  is  familiar,  for  example, 
with  the  incongruous  character  of  the  Interior  Department, 
which  for  many  years  was  the  dumping  ground  for  those  ad- 
ministrative units  for  which  no  logical  place  could  be  found  in 
the  existing  organization  plan ;  with  the  inclusion  in  the  Treas- 
ury Department  of  such  obviously  non-fiscal  services  as  the 
Coast  Guard,  the  Public  Health  Service,  the  Supervising 
Architect's  Office,  and  more  recently  the  Bureau  of  War  Risk 
Insurance;  with  the  fact  that  the  bulk  of  our  civil  public  works 
are  executed  under  the  direction  of  the  War  Department;  al- 
though the  Bureau  of  Public  Roads  is  located  in  the  Depart- 
ment of  Agriculture  and  the  Reclamation  Service  in  the  Depart- 
ment of  the  Interior.  A  large  number  of  establishments,  vary- 
ing in  size  and  importance  from  the  Interstate  Commerce  Com- 
mission to  the  Commission  for  the  Standardization  of  Screw 
Threads,  maintain  their  existence  in  the  executive  branch  of  the 
government  completely  outride  the  jurisdiction  of  any  of  the 
ten  department  secretaries.      Nominally,  they  are  under  the  di- 

1  A  more  detailed  presentation  of  this  plan  has  been  published  by  the 
National  Budget  Committee  under  this  same  title.  1920,  New  York,  Na- 
tional Budget  Committee,  7  WeS't  8th  street,  pp.  48,  2d  edit.,  1921,  price 
25  cents. 
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rection  of  the  President.  As  a  matter  of  fact,  the  President  is 
unable  to  keep  in  touch  with  even  an  insignificant  portion  of 
their  activities.  Many  of  these  establishments  pursue  their 
course  practically  as  they  please,  without  the  guiding-  and  co- 
ordinating influences  which  would  grow  out  of  their  association 
with  other  oflRces  under  a  department  head;  and  very  often 
units  of  this  category  are  almost  lost  sight  of  both  by  Congress 
in  the  assignment  of  work  to  the  various  branches  of  the  service 
and  by  the  President  in  tJie  exercise  of  executive  direction 
and  control. 

The  problem  of  reorganization  is  restricted  to  the  elimination 
of  these  defects.  Strictly  speaking,  it  involves  no  change  in 
the  fundamentals  of  the  governmental  structure,  and  con- 
templates neither  a  curtailment  nor  an  expansion  of  govern- 
mental functions  or  activities.  The  need  for  reorganization 
springs  wholly  out  of  the  fact  that  the  executive  departments, 
as  they  exist  today,  are  not  in  any  sense  the  product  of  intelli- 
gent planning,  but  the  result  of  piecemeal  building  by  suc- 
cessive conigresses  practically  without  a  plan  ;  and  the  sole  pur- 
pose of  reorganization  should  be  to  effect  such  a  regrouping 
of  the  agencies  that  have  been  brought  into  existence  in  this 
piecemeal  fashion,  and  such  a  reassignment  of  the  activities 
which  from  time  to  time  have  been  authorized  by  law,  as  will 
insure  the  most  economical  and  eflfective  prosecution  of  the 
proper  objects  of  government  as  they  have  been  determined 
by  Congress. 

This  does  not  necessarily  mean,  however,  that  it  will  be  im- 
possible, or  improper,  to  propose  the  establishment  of  new 
agencies  or  even  of  new  executive  departments  (or,  on  the 
other  hand,  the  discontinuation  of  existing  agencies  or  depart- 
ments in  their  present  form).  If  it  could  be  demonstrated,  for 
example,  that  a  considerable  number  of  service  units  are  scat- 
tered through  the  several  departments,  all  dealing  with  various 
aspects  of  the  general  problem  of  promoting  and  protecting 
the  public  health — if  it  could  be  demonstrated  that  these  units 
could  be  better  managed  if  grouped  under  the  same  depart- 
mental direction,  and  that  such  a  combination  would  be  so  large 
of  itself  that  it  could  be  effectively  administered  only  if  main- 
tained separately  from  the  jurisdiction  of  any  existing  execu- 
tive department — under  such  an  hypothesis,  the  establishment 
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of  an  independent  department  of  public  health  would  be  un- 
objectionable as  a  part  of  the  reorganization  program.  But 
it  is  not  properly  a  part  of  such  a  program  to  expand  the  public 
health  activities  of  the  government,  or  to  provide  machinery 
for  the  conduct  of  enterprises  in  this  field  which  have  not  been 
authorized  by  legislative  action.  Reorganization  deals  with 
ways  and  means,  with  machinery — not  with  purposes  or  ob- 
jects ;  and  it  will  therefore  provide  new  departments  only  when 
necessary  to  the  more  effective  conduct  of  enterprises  already 
authorized,  never  in  answer  to  a  demand  of  this  group  or  that 
group  for  the  entry  of  the  government  upon  a  new  field  of 
endeavor. 

It  will  nevertheless  be  necessary  to  take  cognizance  of  the 
tendencies  of  the  times,  and  to  provide  means  whereby  the  vari- 
ous functions  of  government  may  steadily  be  extended  and  de- 
veloped according  to  those  tendencies,  and  with  the  least  pos- 
sible strain  upon  the  executive  organization.  It  would  be  a 
narrow-minded  reorganization  policy  indeed  that  would  ignore 
the  question  of  what  requirements  the  machinery  of  the  gov- 
ernment will  be  called  upon  to  serve  in  the  future.  Although 
those  requirements  can  not  be  forecast  with  absolute  accuracy, 
it  is  nevertheless  possible  to  build  for  the  future  at  least  to  the 
extent  of  providing  a  definite  place  in  the  organization  of  the 
departments  for  the  location  and  performance  of  each  major 
function  and  object  of  government.  Not  the  smallest  of  the 
advantages  of  grouping  analogous  activities  in  a  single  depart- 
ment will  be  the  stimulation  of  growth  and  development,  not 
of  particular  bureaus  and  offices,  but  of  the  major  fields  of 
government  operation.  And  while  the  present  program  of  re- 
organization should  seek  only  to  provide  the  means  of  a  more 
effective  and  economical  administration  of  existing  enterprises, 
it  will  nevertheless  clear  the  way  for  the  later  development  of 
particular  functions  in  response  to  popular  demand. 

If  in  attempting  a  reorganization  of  the  executive  branch  of 
the  federal  government  it  is  to  be  assumed  that  no  consider- 
ation will  be  given  to  any  proposals  to  effect  changes  in  the 
fundamental  principles  upon  which  our  governmental  structure 
has  been  erected,  and  that  no  effort  will  be  made  to  curtail  or  to 
extend  the  powers  and  functions  which  were  delegated  to  the 
federal  government  by  the  Constitution,  or  which  have  been 
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assumed  up  to  the  present  by  the  federal  government  under  the 
most  liberal  interpretation  of  the  Constitution,  it  is  at  once  ap- 
parent that  the  program  of  reorganization  is  restricted  to  a  care- 
ful consideration  of  the  proper  grouping  of  existing  services 
and  a  proper  distribution  of  the  functions  of  government  among 
those  services.  In  carrying  out  this  program,  it  will  be  neces- 
sary to  lay  the  existing  organization  upon  the  dissecting  table, 
to  analyze  minutely  the  activities  of  each  governmental  agency, 
and  to  effect  that  regrouping  of  services  which  will  best  lend 
itself  to  an  economical  and  efficient  administration  of  public 
affairs. 

Reorganization  is,  however,  something  more  than  a  mere 
transfer  of  agencies  from  one  jurisdiction  to  another,  or  a 
mere  statutory-  shifting  of  lines  of  authority.  Real  reorganiza- 
tion means  eliminations,  consolidations,  cutting  down  overhead, 
reduction  of  force,  improvement  of  service.  These  things  can 
not  be  accomplished  by  statute.  They  are  essentially  matters 
for  administrative  action.  But  the  great  obstacle  in  the  way 
of  executive  action  of  this  sort  lies  in  the  heterogeneous  char- 
acter of  the  most  important  executive  departments  and  in  the 
statutory  location  in  different  departments  of  units  whose  work 
is  similar,  or  at  least  in  similar  fields.  This  condition  is  the 
result  of  legislative  action,  and  an  effective  bar  against  real  re- 
organization which  only  legislative  action  can  remove.  The 
Coast  and  Geodetic  Survey,  the  Lakes  Survey,  and  the  NaNy 
Hydrographic  Office,  for  instance,  are  separate  agencies  en- 
gaged in  making  marine  surveys.  That  there  are  duplications 
in  their  equipment  and  work  and  much  needless  overhead  ex- 
pense, there  can  be  no  doubt.  But  so  long  as  they  are  per- 
mitted to  maintain  their  existence  in  three  separate  executive 
dejiartments,  duplications  and  waste  can  not  be  eliminated. 

To  obtain  the  benefit  of  real  reorganization,  all  services  oper- 
ating in  the  same  field,  services  conducting  operations  of  a 
similar  character,  must,  by  law,  be  placed  under  one  general 
direction  ;  and  conversely,  the  field  of  each  department  must,  so 
far  as  possible,  be  restricted  to  a  single  class  of  closely  related 
activities.  Reorganization  can  then  follow  naturally.  Effec- 
tive cooperative  relations  can  be  established  between  services 
engaged  in  analogous  lines  of  work.  Duplications  of  equip- 
ment, plant,  and  activities  can  be  eliminated.      Services  whose 
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work  is  sufficiently  similar  in  character  can  be  consolidated. 
Unnecessary  services  can  be  discontinued  and  duties  more  logi- 
cally assigned  among  the  working  units  which  remain. 

Reorganization  legislation,  in  itself,  can  accomplish  only 
three  things — or  more  strictly  speaking,  that  part  of  the  pro- 
gram of  reorganization  which  can  be  accomplished  by  statute 
consists  of  three  things :  First,  the  grouping  together  of  services 
of  like  character,  or  whose  work  is  analogous;  second,  the  re- 
striction of  the  field  of  each  department,  so  far  as  practicable, 
to  a  single  class  of  closely  related  activities;  and  third,  the 
investment  of  the  chief  executive  with  authority  to  make  such 
organization  changes  within  the  respective  departmental  juris- 
dictions as  may  be  necessary  in  the  interest  of  economical  ad- 
ministration and  improved  service. 

In  formulating  reorganization  legislation  it  will  be  necessary 
at  the  outset  to  lay  down  certain  principles  upon  which  to  base 
the  regrouping  of  agencies  departmentally.  Two  standards 
have  been  suggested  by  which  service  units  may  be  evaluated 
in  order  to  determine  their  respective  places  in  the  organization 
as  a  whole.  The  first  is  that  agencies  performing  analogous 
functions  or  having  analogous  cvbjects  should  be  grouped  to- 
gether. The  second  is  that  agencies  requiring  the  same  variety 
of  mechanical  equipment,  using  the  same  methods  and  pro- 
cedures, and  employing  personnel  of  similar  qualifications, 
should  be  placed  under  the  same  managenient  without  regard 
to  the  general  functions  which  they  variously  perform  or  to  the 
objects  which  they  respectively  seek  to  attain.  Needless  to  say, 
the  functional  standard  and  the  mechanical  standard  are  some- 
times, although  not  often,  in  sharp  conflict.  Under  the  theory 
of  grouping  federal  agencies  according  to  the  major  objects  of 
government,  a  unit  created  to  foster  thrift  among  our  citizens, 
and  particularly  among  industrial  workers,  would  certainly 
never  have  been  located  in  the  Post  Office  Department,  whose 
major  object  is  to  carry  the  mail.  But  that  department  is  the 
sole  federal  establishment  maintaining  offices  in  all  sections  of 
the  country,  however  remote;  and  quite  correctly,  the  mechani- 
cal standard  was  permitted  to  prevail  against  the  functional 
standard  in  the  establishment  of  the  Postal  Savings  Bank  under 
the  jurisdiction  of  the  Postmaster  General.  But  the  reverse 
is  usually  true.      Whether  appropriately  or  not,  the  War  De- 

(351) 


22       -V-^  TIOSAL  EXPENDITURES  AND  PUBLIC  ECONOMY    [Vol.  IX 

partment,  the  Navy  Department,  and  the  Post  Office  Depart- 
ment separately  maintain  aerial  services,  on  the  theor>'  that 
regardless  of  questions  of  mechanics  there  should  be  no  sug- 
gestion of  confusing  the  three  major  governmental  objects  in- 
volved, national  defense  by  land,  national  defense  by  sea,  and 
carrying  the  mail. 

It  is  obvious,  of  course,  that  neither  of  these  standards  can  be 
applied  to  the  exclusion  of  the  other.  Indeed,  in  most  cases 
they  run  parallel.  Where  they  are  in  conflict,  it  is  well  to 
follow  the  general  principle  that  services  should  be  grouped 
according  to  the  character  of  the  major  objects  or  functions  for 
which  they  were  created.  But  it  will  always  be  necessary  to 
make  exceptions,  and  here  and  there  to  allocate  an  agency  to  a 
particular  jurisdiction  solely  from  consideration  of  the  char- 
acter of  the  equipment  and  personnel  required  in  the  perform- 
ance of  its  functions. 

The  foregoing  observations  upon  the  problem  of  government 
reorganization  are  intended  to  indicate  the  general  principles 
which  should  guide  the  framers  of  reorganization  legislation. 
Accepting  these  principles,  the  problem  is  stripped  of  much  of 
its  complexity.  The  reorganization  program  may  be  said  to 
consist  of  an  accurate  inventory  and  evaluation  of  the  major 
objects  and  functions  of  the  national  government  as  recognized 
by  statute;  a  careful  analysis  of  the  organization  and  activities 
of  existing  agencies  of  government;  a  regrouping  of  those 
agencies  by  legislation  so  that  service  units  operating  in  the 
same  or  analogous  fields,  whether  judged  by  a  functional  or  a 
mechanical  standard,  will  be  placed  under  the  same  general 
direction;  and  the  subsequent  consolidation,  combination  or 
elimination  of  agencies  by  executive  action.  Such  a  program 
is  practical.  It  can  arou.«^e  no  objection  except  from  special 
interests  who  find  in  it  no  opportunity  to  obtain  a  larger  repre- 
sentation in  the  government.  In  the  last  analysis  its  results 
will  be  measured  in  terms  of  improved  service  and  decreased 
cost.  Since  so  far  as  practicable  it  will  place  but  one  general 
class  of  activities  under  the  same  executive  direction  and  con- 
trol, it  will  insure  better  supervision.  Since  it  will  group  like 
activities  together,  it  will  permit  standardization  of  practices 
and  procedures,  set  up  cooperative  relations  between  analogous 
services,  eliminate  conflicts  of  jurisdiction,  facilitate  a  logical 
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distribution  of  work  by  Congress  and  the  executive,  and  make 
possible  the  formulation  of  fundamental  and  far-reaching 
policies  with  respect  to  broad  fields  of  related  work. 

One  of  the  primary  defects  of  the  governmental  organiza- 
tion, previously  pointed  out,  is  the  location  under  different 
jurisdictions  of  agencies  which  perform  the  same  kind  of  work 
or  work  in  analogous  fields.  This  defect  naturally  accom- 
panies, but  is  different  from,  the  grouping  together  of  unrelated 
activities.  It  is  this  scattering  of  related  activities  which  has 
given  rise  to  the  charge  of  duplication  of  work  between  gov- 
ernment establishments.  It  is  often  stated,  for  example,  that 
such  and  such  a  number  of  government  bureaus  are  engaged  in 
health  work ;  that  so  many  are  taking  care  of  educational  ques- 
tions; that  so  many  are  making  marine  surveys,  and  so  on. 
Very  frequently,  if  not  usually,  these  criticisms  are  grossly  ex- 
aggerated, but  it  is  a  fact  that  work  of  the  same  kind,  or  at  least 
in  the  same  general  field  of  activity,  is,  under  the  present  system, 
now  being  carried  on  by  a  number  of  establishments  under  dif- 
ferent supervision.  As  has  already  been  indicated,  the  Bureau 
of  Coast  and  Geodetic  Survey,  of  the  Department  of  Com- 
merce, is  engaged  in  surveying  and  charting  our  Atlantic  and 
Pacific  coasts,  and  the  coasts  of  our  insular  and  territorial  pos- 
sessions. A  similar  service  is  being  performed  by  the  War 
Department  upon  the  Great  Lakes  and  other  navigable  lakes, 
while  the  Navy  Department,  through  its  Hydrographic  Office, 
is  charged  with  the  duty  of  making  such  coastal  surveys  as  may 
be  required  in  foreign  waters.  All  three  agencies  publish  and 
distribute  maps  and  charts  for  navigational  purposes.  Again, 
both  the  Bureau  of  War  Risk  Insurance,  of  the  Treasury  De- 
partment, and  the  Bureau  of  Pensions,  of  the  Department  of 
the  Interior,  are  engaged  in  paying  pensions  or  compensation 
to  soldiers  and  sailors  and  their  dependents,  practically  the  sole 
difference  between  these  agencies  being  that  the  Pension  Office 
has  jurisdiction  of  cases  arising  wih  respect  to  service  rendered 
wholly  prior  to  October  6,  191  7,  while  the  Bureau  of  War  Risk 
Insurance  has  analogous  jurisdiction  in  cases  arising  with  re- 
spect to  service  subsequent  to  that  date.  The  civil  governments 
of  Porto  Rico  and  the  Philippines  handle  their  relations  with 
the  United  States  through  the  Bureau  of  Insular  Affairs  of  the 
Department  of  War,  while  the  same  work  is  performed  by  the 
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office  of  the  Secretary  of  the  Interior  with  relation  to  the  civil 
governments  of  Alaska  and  Hawaii.  The  Bureau  of  Light- 
houses, of  the  Department  of  Commerce,  is  charged  with  the 
maintenance  of  light  houses  and  other  aids  to  navigation  along 
our  coasts,  but  the  Coast  Guard,  which  performs  an  analogous 
service  in  the  maintenance  of  life-saving  stations,  likewise  for 
the  benefit  of  navigation,  is  located  in  the  Department  of  the 
Treasury'. 

Cases  of  this  kind  will  be  discussed  more  fully  in  later  pages, 
but  it  should  perhaps  be  brought  out  here  that  the  condition 
which  the  cases  above  enumerated  serve  to  illustrate  is  alone  of 
sufficient  importance  to  give  rise  to  an  urgent  need  for  a  re- 
distribution of  many  of  the  agencies  of  the  government.  The 
principal  disadvantages  which  result  from  this  condition  are 
as  follows: 

First:  Standardization  of  practices  and  procedures  in  a  given 
field  of  work  is  impossible  where  activities  in  that  field  are 
carried  on  by  two  or  three  agenci"es,  each  under  a  different  de- 
partment head. 

Second :  Coordination  and  cooperation  between  like  services, 
— services  engaged  in  analogous  fields  of  action — is  extremely 
difficult  and  frequently  wholly  impossible  when  those  services 
are  subject  to  the  direction  and  control  of  different  executive 
oflRcers  of  equal  status  and  rank. 

Third :  Where  two  or  more  services,  doing  the  same  or  simi- 
lar work,  are  subject  to  the  supervision  of  different  executive 
officers,  each  service  must  maintain  a  separate  administrative 
organization,  a  separate  supply  and  personnel  division,  and  so 
on,  with  the  result  that  the  administrative  burden  is  an  unneces- 
sarily large  factor  in  the  cost  of  the  work  performed.  Quite 
obviously,  for  example,  the  amalgamation  in  one  department  of 
the  three  agencies  now  engaged  in  the  field  of  marine  surveys 
would  make  possible  the  elimination  of  much  overhead  expense. 

Fourth  :  Where  similar  work  is  being  carried  on  in  two  or 
three  different  departments.  Congress  is  frequently  at  a  loss  to 
determine  which  department  should  be  selected  to  perform  new 
work  of  the  same  kind,  and  frequently,  under  conditions  of  this 
.sort,  grave  errors  are  made  in  the  assignment  of  work  by  the 
legislative  branch. 

lifth  :  Wh«Te  iwo  or  more  departments  hax-e  jurisdiction  in 
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the  same  or  related  fields  of  activity,  conflicts  of  authority  and 
jurisdiction  are  bound  to  arise,  which  often  lead  to  actual  dupli- 
cations of  work.  It  should  be  said  in  all  fairness  that  such 
duplications  are  now  kept  to  a  minimum  by  the  most  commend- 
able spirit  of  cooperation  which  is  usually  manifested  by  de- 
partment heads  and  bureau  chiefs  in  all  cases  of  conflict  of 
jurisdiction. 

Sixth :  The  effect  of  this  condition  upon  the  departmental 
estimates  and  expenditures  as  they  are  viewed  by  Congress  and 
the  public  is  by  no  means  the  least  important  of  the  disad- 
vantages that  accrue  from  it.  Under  the  present  arrangement 
only  fragmentary  information  can  be  derived  from  the  accounts 
and  estimates  of  the  executive  departments  with  respect  to 
the  cost  of  the  various  major  functions  and  objects  of  govern- 
ment. Congress  must  scan  the  estimates  of  three  departments 
to  determine  the  needs  of  the  government  with  respect  to  the 
administration  of  our  colonies  and  territories.  It  must  refer 
to  the  estimates  of  at  least  three  departments  to  learn  the  re- 
quirements of  the  government  with  respect  to  public  education. 
It  would  be  almost  impossible  to  determine  without  a  most 
careful  search  of  the  records  of  the  Department  of  Commerce, 
the  Department  of  the  Treasury,  the  Department  of  War,  the 
Department  of  the  Navy,  and  the  United  States  Shipping 
Board,  what  have  been  the  expenditures  of  the  Government 
during  any  period  in  the  interests  of  safeguarding  and  regu- 
lating navigation. 

Seventh :  No  more  serious  disadvantage  results  from  this 
condition  than  that  it  prevents  a  full  development  of  initiative 
and  causes  a  feeling  of  irresponsibility  on  the  part  of  the  ad- 
ministrative officers  of  the  government.  Each  bureau  chief 
becomes  ambitious  rather  for  the  perpetuation  of  his  particular 
establishment  than  for  real  effectiveness  of  the  government  in 
performing  the  particular  service  of  which  his  work  is  a  part. 
No  bureau  or  ofiice,  for  example,  now  feels  any  particular  re- 
sponsibility, least  of  all  an  exclusive  responsibility,  for  the 
general  welfare  of  former  soldiers  and  sailors.  The  Pension 
OflSce,  the  Bureau  of  War  Risk  Insurance,  the  Public  Health 
Service,  and  the  Federal  Board  for  Vocational  Education,  share 
the  responsibility  for  ministering  to  the  needs  of  these  men  and 
their  dependents.      No  one  establishment  feels  the  necessity  of 

(355) 


26       \AT/0\AL  EXPENDITURES  AND  PUBLIC  ECONOMY    [Vol.  IX 

developing  a  jjcrmanent  policy  to  be  pursued  by  the  govern- 
ment in  such  matters,  and  there  is  no  single  bureau  to  which 
the  distressed  ex-service  man  may  look  for  relief  or  assistance. 
Obviously,  great  advantage  would  follow  the  entrusting  of 
all  these  matters  to  a  single  department,  in  point  both  of  quality 
of  the  service  performed  and  of  economy  of  administration. 

Even  were  it  possible,  however,  to  correct  immediately  the 
two  major  defects  which  have  been  discussed,  to  set  up  depart- 
ments which,  so  far  as  possible,  arc  uni-functional,  and  to  group 
together  all  agencies  dealing  with  analogous  problems,  much 
would  yet  be  lacking  to  give  to  the  executive  branch  of  the 
government  its  greatest  possible  effectiveness  as  an  organization 
unit.  The  president,  as  the  chief  executive,  is  of  course  re- 
sponsible for  the  administration  of  the  government,  and  yet 
peculiarly  enough  he  has,  practically  speaking,  no  agency  to 
assist  him  in  the  discharge  of  this  responsibility.  The  sole  ex- 
isting influence  for  the  coordination  of  the  work  of  the  execu- 
tive departments  is  the  cabinet.  The  cabinet  is,  however, 
traditionally  limited  in  its  jurisdiction  to  the  resolution  of  ques- 
tions of  policy  and  the  giving  of  advice  on  such  questions  to 
the  president.  It  does  not  function  in  an  executive  or  adminis- 
trative capacity.  The  President  alone  is,  of  course,  unable  to 
give  attention  to  even  a  minute  portion  of  the  administrative 
questions  which  arise  in  and  between  the  various  departments 
and  establishments.  Indeed  it  may  be  said  that  each  executive 
department  is  itself  independent,  and  that  each  board,  com- 
mission, or  bureau  which  is  outside  the  jurisdiction  of  any 
department,  carries  on  its  activities  wholly  without  centralized 
executive  supervision  or  direction,  exce{)t  in  rare  instances. 
Under  such  conditions  as  these,  cooperation  between  depart- 
ments has  become  altogether  a  matter  of  the  personal  inclina- 
tion of  department  heads  and  the  heads  of  independent  es- 
tablishments. 

This  is  not  a  criticism  of  the  chief  executive  or  intended  as 
such.  The  facts  are  that  the  Congress  has  not,  uj)  to  the  pres- 
ent, recognized  the  need  of  giving  to  the  President  the  machin- 
ery' which  he  must  have  in  order  to  perform  effectively  the 
functions  of  the  chief  administrative  officer  of  the  government. 
He  is  now  forced  to  rely  solely  up(Mi  a  few  executive  assistants 
and  an  office  force  of  some  fort)'  clerks  and  messengers  for  as- 
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sistance  in  performing  duties  which  are  constitutionally  as- 
signed to  him.  Naturally  the  entire  time  of  so  small  a  force 
is  occupied  in  the  transaction  of  the  routine  business  of  the 
President's  office,  connected  with  such  matters  as  the  making 
of  appointments  and  the  signature  of  commissions,  and  the 
consideration  of  legislation  submitted  for  executive  approval. 
In  other  words,  the  office  of  the  President  is  recognized  as  a 
political  rather  than  an  administrative  office  and  the  business 
activities  of  the  government  are  allowed  to  go  practically  with- 
out any  unified  supervision. 

The  Proposed  Plan 

The  plan  which  is  proposed  below  for  a  realignment  of 
government  agencies  contemplates  only  such  a  reorganization 
as  will  facilitate  to  the  greatest  possible  extent  the  elimination 
of  the  defects  above  enumerated.  The  proposals,  therefore, 
are  addressed  directly  to  the  proposition  of  regrouping  the 
various  branches  of  the  service  departmentally,  with  a  view 
to  restricting  the  field  of  each  executive  department  to  a 
single  class  of  closely  related  activities  and  to  grouping  to- 
gether those  services  which  can  operate  to  the  best  advantage 
under  the  same  supervision. 

The  following  conclusions  have  been  reached,  after  careful 
study  and  analysis,  concerning  the  departmental  changes  which 
should  be  made  to  reach  the  desired  ends,  as  above  described : 

I.  The  Department  of  the  Interior  should  be  abolished,  and 
a  Department  of  Public  Works  established  in  its  place  to  have 
jurisdiction  over  the  following  services  : 

From  the  Department  of  the  Interior — 

General  Land  Office 

Geological  Survey 

Bureau  of  Mines 

War  Minerals  Relief  Commission 

Reclamation  Service 

National  Park  Service 

Division  of  Capitol  Buildings  and  Grounds 

Alaskan  Engineering  Commission 
From  the  Department  of  Agriculture — 

Bureau  of  Public  Roads 

Forest  Service 
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From  the  Department  of  the  Treasury — 

Supervising  Architect's  Office 
From  the  Department  of  War — 

All  national  military  parks,  monuments  and  memorials 

Board  of  Engineers  for  Rivers  and  Harbors 

Board  of  Engineers  of  New  York  City 

Office  of  Supervisor  of  the  Harbor  of  New  York 

United  States  Engineer  Offices 

Mississippi  River  Commission 

California  Debris  Commission 

Board  of  Road  Commissioners  for  Alaska 

Office  of  Public  Buildings  and  Grounds  and  Wash- 
ington Monument 
Other  establishments,  now  independent — 

Office  of  the  Superintendent,  State,  War  and  Navy 
Buildings 

Rock  Creek  and  Potomac  Parkway  Commission  ^ 

Commission  of  Fine  Arts 

Federal  Power  Commission  * 
2.  A  Department  of  Education  and  Health  should  be  estab- 
lished, to  have  jurisdiction  over  the  following  services: 
From  the  Department  of  the  Interior — 

Office  of  Indian  Affairs 

United  States  Indian  Service 

Bureau  of  Pensions 

Bureau  of  Education 

St.  Elizabeth's  Hospital 

Howard  University 

Freedmen's  Hospital 

Board  of  Indian  Commissioners  ' 
From  the  Department  of  the  Treasury — 

Bureau  of  War  Risk  Insurance 

Office  of  the  Surgeon  General,  Public  Health  Service 

Public  Health  Service 
From  the  Department  of  Labor — 

Children's  Bureau 

i  This  Commiasion  should  he  abolished  and  its  functions  luurumed  by  the 
Department  of  Public  Work.s. 

3  This  Board  should  be  abolished  and  its  functions  terminated. 
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Other  establishments,  now  independent — 

United  States  Employees'  Compensation  Commission  ^ 

Federal  Board  for  Vocational  Education  " 

United    States    Interdepartmental    Social     Hygiene 

Board 
National  Home  for  Disabled  Volunteer  Soldiers 
Columbia  Institution  for  the  Deaf  ^ 

3.  The  following  services  should  be  placed  under  the  juris- 
diction of  the  Department  of  Commerce: 

From  the  Department  of  Agriculture — 

Weather  Bureau 
From  the  Department  of  the  Interior — 

Patent  Office 
From  the  Department  of  the  Treasury — 

Coast  Guard 
From  the  Department  of  War — 

Lakes  Survey  Office 

Inland  and  Coastwise  Waterways  Service 
From  the  Department  of  the  Navy — 

Hydrographic  Office 

Naval  Observatory 
Other  establishments,  now  independent — 

Commission  for  Standardization  of  Screw  Threads  * 

4.  A  Bureau  of  Insular  and  Territorial  Administration 
should  be  created  in  the  Department  of  State,  to  have  juris- 
diction over  the  relations  of  the  United  States  with  territorial 
and  insular  governments.  The  Bureau  of  Insular  Affairs  of 
the  Department  of  War  should  be  abolished. 

5.  A  Bureau  of  Supply  should  be  created  as  an  independent 
establishment,  to  have  charge  of  the  purchase  of  supplies  for 
all  executive  departments  and  independent  establishments  in 

1  This  Commission  should  be  abolished  and  its  functions  assumed  by  the 
Bureau  of  Pensions. 

2  This  Board  should  be  discontinued  and  its  duties  divided  among  the 
agencies  of  the  Department  of  Education  and  Health. 

3  A  quasi-governmental  institution,  whose  present  independent  status  must 
be  continued.  See  the  more  detailed  elaboration  of  this  plan,  published 
by  the  National  Budget  Committee,  7  West  8th  street,  New  York  City. 

*  This  Commission  should  be  abolished  and  its  functions  assumed  by  the 
Bureau  of  Standards. 
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the  District  of  Columbia.  The  General  Supply  Committee 
(Treasury)  should  be  abolished,  and  the  Government  Fuel 
Yards  (Interior)  transferred  to  the  Bureau  of  Supply. 

6.  The  Division  of  Secret  Service  and  the  Office  of  the 
Prohibition  Commissioner,  of  the  Department  of  the  Treasury, 
and  the  Office  of  the  Alien  Property  Custodian,  an  independent 
establishment,  should  be  transferred  to  the  Department  of 
Justice. 

7.  The  Office  of  Comptroller  of  the  Currency'  should  be 
abolished  and  its  functions  be  assumed  by  the  Federal  Reserve 
Board. 

8.  The  Board  of  Mediation  and  Conciliation  should  be 
abolished  and  its  functions  given  to  the  Department  of  Labor. 

9.  The  Council  of  National  Defense  should  be  abolished. 

10.  The  Botajiic  Garden,  now  under  Congressional  super- 
vision, should  be  placed  in  the  Department  of  Agriculture. 

11.  The  Solicitors  for  the  several  executive  departments 
should  be  transferred  from  the  Department  of  Justice  to  the 
departments  to  which  they  are  respectively  attached. 

The  suggestions  which  have  been  made  in  these  pages  are 
offered  with  the  idea  that  they  may  be  of  assistance  when  the 
question  of  realigning  government  agencies  is  taken  up.  The 
reorganization  plan  which  has  been  outlined  should  at  least 
afford  a  logical  basis  for  discussion.  It  is  believed  to  be  sound 
in  principle,  and  fairly  complete  in  detail.  And  yet  it  does 
little  violence  to  the  structure  of  the  present  organization.  It 
adds  one  executive  department,  and  changes  the  name  of  an- 
other. It  provides  so  far  as  practicable  for  the  restriction  of 
the  field  of  each  existing  department  to  those  functions  for 
which  it  was  created.  It  materially  reduces  the  number  of 
independent  establishments.  It  makes  possible  the  correction 
by  administrative  action  of  the  most  apparent  defects  which 
grow  out  of  present  structural  inconsistencies,  and  paves  the 
way  for  the  effective  operation  of  the  permanent  budget  bureau. 
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THERE  are  two  essentially  different  view-points  from 
which  to  consider  and  critically  appraise  proposals  for 
reorganization,  or  rearrangement,  of  the  departments 
and  offices  of  the  federal  government,  viz.,  (i)  the  view-point 
taken  by  those  who  assume  that  there  should  be  "  no  change  in 
the  fundamentals  of  the  structure  "  of  the  government  as  is — 
as  exemplified  in  the  report  of  the  National  Budget  Com- 
mittee, and  (2)  the  viewpoint  of  those  who  regard  the  "  struc- 
ture "  of  the  federal  government  as  is  to  be  a  departure  from 
the  original  plan  and  purpose — at  variance  with  principles 
of  representative  government,  and  incapable  of  adaptation  to 
meet  the  requirements  of  economic  and  efficient  administration. 

I 

Basis  of  Criticism  and  Appraisal  of  Plans  for  Governmental 
Reorganization 

At  the  outset  be  it  said  that  these  two  views  do  not  arise  out 
of  or  involve  controversy  over  fundamentals  in  the  sense  that 
one  group  of  critics  is  supporting  and  another  attacking  the 
Constitution.  It  is  a  case  in  which  each  party  is  equally  zealous 
in  its  support  of  that  great  charter  which  has  been  "  the  ad- 
miration of  all  .  .  .  ages  and  the  model  of  all  .  .  .  govern- 
ments " ;  each  accepts  with  equal  enthusiasm  the  appraisal  of 
that  great  statesman  who  characterized  our  Constitution  as 
"  the  most  perfect  work  ever  struck  off"  by  the  brain  and  purpose 
of  man  at  a  given  time."      It  is  a  case  of  difference  arising  from 

1  This  paper  was  prepared  as  a  critical  report  on  the  "Proposal  of  the 
National  Budget  Committee, ' '  and  was  sent  to  the  several  speakers  before 
the  meeting.  The  author  's  remarks  before  the  Academy  were  an  ex  tempore 
presentation  of  certain  points  raised  by  the  report. 
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the  fact  that  each  for  liis  own  purposes  has  given  to  the  same 
written  instrument  quite  a  different  meaning. 

On  many  questions  there  have  been  differences  of  constitu- 
tional interpretation.  The  subject  before  u?  is  that  of  organ- 
ization— organization  for  efficient  group  action.  Organiza- 
tion-for-group-action  is  essentially  an  arrangement  of  the  per- 
sonnel of  an  associate  body  or  society  for  leadership.  Differ- 
ences in  organization-for-action  are  differences  in  arrangements 
for  executive  as  distinguished  from  Congressional  leadership. 
The  differences  in  interpretation  that  engage  our  attention  are 
those  which  impart  to  the  clauses  of  the  constitution  two  widely 
separated,  diametrically  opposed,  meanings  so  far  as  they  have 
a  bearing  on  the  subject  of  executive  leadership. 

That  this  point  may  be  made  quite  clear,  let  us  get  the 
clauses  and  the  differing  interpretations  of  them  before  us: 
Article  II,  Sec.  i,  of  the  Constitution  provides: 

The  Executive  power  shall  be  vested  in  a  President  of  the  United  States 
of  America. 

What  does  "  the  Executive  power  "  mean?  What  did  it  mean 
in  1787?  What  was  its  meaning  in  the  writings  of  Montes- 
quieu, which  were  largely  read  and  followed?  What  did  it 
mean  in  the  minds  of  those  who  sat  in  the  Convention  and  who 
finally  decided  to  set  up  the  three  independent  branches — 
executive,  legislative  and  judicial?  Did  it  not  mean  that  the 
institutional  purpose  of  the  one  branch  (the  E.xecutive)  was 
to  provide  for  strong,  effective  executive  leadership — leader- 
ship for  group  achievement;  that  the  institutional  purpose  of 
the  other  two  branches  was  to  establish  and  impress  on  leader- 
ship-for-group-action  concepts  of  justice  as  an  essential  to 
popular  good  will.  In  other  words,  was  it  not  conceived  that 
in  the  executive  branch  the  nation  would  find  its  motor- 
organization,  and  in  the  legislative  and  judicial  branches  it 
would  establish  effective  organs  of  control  over  the  motor- 
organization?  And  was  not  the  [preachment  of  Montesquieu 
based  on  an  old-world  experience  which  had  come  to  recognize 
the  fact  that  effective  executive  leadership  is  an  essential  to 
group  motorization — just  as  essential  to  cooperative  achieve- 
ment as  are  the  organs  and  agencies  of  political,  social  and 
individual  justice  essential  to  good  will?     Is  not  this  the  im- 
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port  and  purpose  of  democratic  as  distinguished  from  auto- 
cratic institutions :  that  while  both  recognize  the  need  for 
executive  leadership  as  an  essential  to  achievement  in  the 
interest  of  physical  well-being,  democracy  insists  that  executive 
leadership  shall  be  responsive  to  the  common  moral  conscious- 
ness of  the  group  as  to  what  is  right  and  serviceable?  And, 
that  democracy  erects  institutions  of  control  competent  to  make 
executive  leadership  responsible,  and  responsive  to  common 
ideals  of  justice?  Was  not  this  the  intent  and  purpose  of  the 
constitution  to  create  organs  of  control  by  means  of  which 
group  opinion,  consciousness  of  right,  might  rule  over  the 
executive  without  weakening  the  effectiveness  of  executive 
leadership  ? 

Washington,  who  was  chairman  of  the  Convention  that 
drafted  the  Constitution  (and  who  was  as  free  from  partisan 
bias  and  personal  ambition  as  any  man  who  ever  lived)  when 
he  was  called  by  the  people  to  exercise  the  new  powers  of  chief 
executive,  and  Hamilton  (among  the  "  fathers  "  the  outstand- 
ing genius  in  matters  of  organization,  one  of  the  three  great 
commentators  on  the  Constitution  before  its  adoption)  inter- 
preted the  clause  quoted  to  mean  that  the  President  in  the 
exercise  of  this  "  power  "  should  be  leader.  Hamilton  con- 
ceived, and  those  who  share  this  view  then  and  now  conceive, 
that  the  President,  in  whom  "  the  executive  power  "  was  vested, 
should  be  a  responsible  leader  in  support  of  which  interpre- 
tation we  find  language  like  this : 

He  [the  President]  shall  from  time  to  time  giye  to  Congress  information 
of  the  state  of  the  Union  and  recommend  to  their  consideration  such 
rueaswres  as  he  shall  judge  necessary  and  expedient. 

No  provision  is  made  for  a  "  Cabinet ",  by  th^  Constitutional 
Convention ;  the  Senate  was  made  the  President's  advisor — but 
this  was  at  once  found  by  experience  to  be  unworkable  and  a 
"  Cabinet "  of  Washington's  own  choosing  was  substituted. 
As  executive  leader,  the  President  was  given  the  appointing 
power ;  was  given  the  Constitutional  right  to  obtain  from  heads 
of  departments  such  information  as  he  might  desire  "  upon 
any  subject  relating  to  the  duties  of  their  respective  offices;  " 
and  to  the  end  that  the  executive  might  be  made  responsible 
both  for  his  acts  and  proposals  in  the  exercise  of  his  powers, 
Congress  was  clothed  with  the  fullest  inquisitional  functions; 
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and  Congress  was  given  control  over  the  public  purse  as  a 
means  of  making  the  moral  judgments  of  the  people  effective 
as  against  the  executive.  His  appointments  must  be  concurred 
in  by  the  Senate ;  every  administrative  act  and  every  proposal 
with  respect  to  the  public  service  was  to  be  scrutinized  and 
approved  or  disapproved  by  a  majority  of  the  members  of  both 
houses — to  which  end  it  was  required  that  "  regular  statement 
and  account  of  receipts  and  expenditures  of  all  public  monies  " 
should  be  prepared  and  published,  and  "  no  money  shall  be 
drawn  from  the  Treasury  [by  the  President  or  anyone  in  the 
executive  organization]  but  in  consequence  of  appropriations 
made  by  law." 

These  provisions  giving  to  Congress  the  power  of  inquest, 
and  control  over  the  purse,  however,  were  not  interpreted  by 
Washington  and  Hamilton  to  mean  that  the  executive  branch 
(as  the  motor-organization)  was  to  be  deprived  of  central 
executive  leadership;  or  that  the  people  were  to  be  deprived 
of  the  means  for  making  those  who  directed  motorization 
responsible.  These  provisions  were  not  thought  of  as  an  at- 
tempt to  set  up  a  government  with  the  defects  of  the  old 
Continental  Congress — an  institution  which  provided  neither 
for  motor-organization  nor  executive  leadership  except  for 
military  purposes.  It  was  not  thought  that  this  was  an  attempt 
simply  to  create  a  motor-organization  and  leave  it  without 
executive  leadership.  Washington  and  Hamilton  did  not  so 
understand  it.  They  did  not  understand  that  it  was  the  in- 
tention of  the  Constitutional  Convention  to  make  the  organ 
of  political  and  social  justice  (Congress)  responsible  for  the 
leadership  which  was  to  be  investigated,  critically  appraised, 
dramatized  before  the  people,  and  controlled  by  the  repre- 
sentatives of  the  people.  They  had  no  thought  that  it  was 
meant  to  deny  the  executive  as  trusted  leader  the  right  to  go 
before  the  Senate  when  he  had  business  with  them  as  Con- 
stitutional advisors  to  obtain  their  concurrence  in  appoint- 
ments and  in  exercise  of  the  treaty-making  power;  they 
did  not  understand  that  it  was  the  intention  to  deny  the 
executive  the  right  to  go  before  the  House  (and  the  Senate  if 
he  desired)  to  give  an  account  of  his  stewardship  and  present 
measures  which  he  might  "  judge  necessary  and  expedient  " 
for  the  public  service  of  which  he  was  made  tlic  Constitutional 

(364) 


No.  3]     REORGANIZATION  OF  THE  FEDERAL  GOVERNMENT      35 

head.  In  the  view  that  the  executive  was  looked  to  for  leader- 
ship, Washington  sought  to  confer  with  the  Senate,  but  had 
to  give  it  up.  In  this  view  an  account  of  stewardship  and  a 
plan  for  the  future  was  carefully  worked  out,  with  a  request 
for  appropriations;  this  having  been  prepared  by  Hamilton, 
and  approved  by  Washington,  the  pleasure  of  the  House  was 
asked  as  to  when  Hamilton  could  come  before  them  to  present 
it.  Such  is  one  interpretation  of  the  fair  meaning  and  purpose 
of  the  Constitution — in  fact,  of  the  genus  of  representative 
government  itself. 

Let  us  now  turn  to  the  second  view — the  other  interpreta- 
tion of  our  Constitution.  This  first  takes  form  in  Congress, 
not  in  the  constitutional  convention.  For  twenty-five  years 
(it  may  be  said  for  one  hundred  and  twenty-five  or  more 
years  before  the  convention  of  1787)  the  American  people  had 
been  opposed  to  irresponsible  executive  leadership;  and  in  a 
war  of  rebellion  they  had  set  aside  this  kind  of  leadership. 
Because  a  foreign  parliament  refused  to  accord  them  this 
principle — refused  to  the  American  representative  bodies  and 
electorates  the  powers  of  inquest  and  control  over  the  executive 
— because  the  English  government  insisted  on  maintaining  here 
an  irresponsible  executive  leadership,  the  American  people  rose 
up  in  opposition,  and  finally  they  destroyed  the  executive. 
In  this  emergency  they  looked  for  leadership,  first  to  im- 
provised revolutionary  "  committees  " ;  and  later  to  regular 
constituted  representative  "  committees  ".  For  fourteen  years 
this  type  of  "  committee  "  leadership  was  exercised,  in  repre- 
sentative bodies  and  out,  with  all  the  weakness  and  confusion 
incident  to  such  a  system. 

The  Constitutional  Convention  was  called  to  cure  this  weak- 
ness; but  they  found  it  a  hopeless  task  and  therefore  the  new 
Constitution  was  drafted.  The  adoption  of  the  Constitution 
was  a  peaceful  revolution  against  the  "  committee "  system. 
But  those  who  had  become  accustomed  to  the  exercise  of  these 
powers  (those  who,  through  service  and  by  "consent",  had 
come  to  be  looked  to  by  their  "constituents")  found  places 
in  the  new  representative  body ;  and  there  they  sought  to  hold 
the  leadership  which  had  been  exercised  during  the  fourteen 
years,  nearly  half  a  generation,  when  there  was  no  executive 
branch.     In  Congress  these  leaders  set  themselves  up  against 
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the  request  of  the  executive  to  have  a  duly  accredited  member 
of  the  Cabinet  come  before  the  representative  body  for  a  hear- 
ing on  what  Washington  and  his  subordinates  had  done  and 
what  was  proposed.  Through  Hamilton,  he  and  his  associates 
asked  for  a  full  hearing  and  fair  trial  by  an  open-forum 
procedure.  He  asked  that  he  might  have  a  chance  to  face 
his  critics  and  adversaries.  But  this  was  denied.  And  the 
hold  which  the  "  leaders"  in  Congress  had  on  the  country  at 
a  time  when  there  was  a  reaction  against  the  federal  idea  was 
such  that  Washington  consented — to  the  interpretation  of 
members  of  their  own  and  his  constitutional  rights  and  duties. 
This  action,  or  decision,  was  momentous  in  its  consequences. 
Instead  of  laying  the  foundation  in  experience  for  the  develop- 
ment of  a  procedure  of  inquest  and  control  which  would  make 
strong,  virile  statesmanlike  executive  leadership  compatible 
with  popular  sovereignty,  it  fastened  on  the  nation  (under  the 
Constitution)  the  "  standing-committee  "  system.  In  its  out- 
working, it  gave  us  an  agency  for  service  (a  government) 
which  with  all  its  implications  and  attributes  of  "  invisibility  " 
and  "  irresponsibility  "  whose  "  structure  " — the  structure  ela- 
borated by  Congress — has  been  fundamentally  and  character- 
istically different  from  the  structures  reared  by  the  other  leading 
democracies  of  the  world.  Instead  of  preserving  the  independ- 
ence of  the  two  branches,  as  was  in  contemplation  by  our  fath- 
ers, it  destroyed  riesponsible  executive  leadership — forcing  the 
President,  so  far  as  he  exercised  any  leadership  at  all,  to  resort 
to  secret  dealing  with  the  manifold  irresponsible  "  leaders  " 
set  up  in  the  appropriating,  inquisitorial  body.  It  destroyed 
the  "  balance  "  which  was  sought  to  be  established  in  the  repre- 
sentative system,  by  taking  over  leadership  in  matters  of  ad- 
ministration and  finance  into  the  body  or  branch  of  the  gov- 
ernment instituted  for  critical  review  and  for  determination 
as  to  whether  the  one  group  of  administrative  officers  or  an- 
other .should  be  entrusted  with  the  direction,  and  use  of 
executive  power.  It  not  only  destroyed  the  character  of  the 
representative  body,  as  a  court  of  political  and  social  justice; 
it  also  destroyed  or  weakened  the  power  of  the  "  electorate  " 
as  the  democratic  organ  through  which  public  opinion  was 
to  be  voiced  in  deciding  questions  on  appeal  to  the  people — 
and   for  periodically   choosing  the  leaders  thcv   would   trust. 
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It  set  aside  the  essentials  of  the  representative  system,  as  a 
democratic  device,  by  destroying  the  court  of  inquest  instituted 
for  the  trial  of  questions  of  political  and  social  justice.  It 
closed  the  constitutional  open  forum.  And,  with  leadership 
in  matters  of  finance  and  administration  transferred  to  chair- 
men of  congressional  committees,  they  chose  to  adopt  secret 
methods  of  deciding  questions  of  public  policy.  Congress  re- 
duced the  executive  to  a  "  superintendency  "  ;  took  to  itself  the 
function  of  leadership ;  and  parcelled  it  out  to  "  standing- 
committees  "' — the  chairmen  of  which  in  time  gained  and  held 
their  position,  not  by  reason  of  the  good  will  of  a  national" 
electorate,  but  for  length  of  service  to  voluntary  self-appointed, 
self-perpetuating  organizations  called  "  parties  "  that  came  to 
exist  outside  the  government.  It  paved  the  way  for  the  or- 
ganization of  a  group  of  "  managers  "  who,  in  the  oft-quoted 
phrase  of  Senator  Root,  are  "  elected  by  no  one,  accountable 
to  no  one,  bound  by  no  oath  of  office,  removable  by  no  one  " — 
again  using  his  phrase,  it  prepared  the  way  for  government 
by  an  "  irresponsible  oligarchy  ", 

Leadership  in  matters  of  administration  and  finance  has  come 
to  be  divided  among  forty-one  Senate  committee-chairmen,  and 
thirty-five  House  committee-chairmen  (see  pages  60  to  63 
for  list)  to  which  the  heads  of  bureaus  and  offices  are  required 
to  go  for  accountability  and  with  their  plans  for  the  develop- 
ment of  the  public  service;  and  these  chairmen,  with  the 
"  party  "  managers  inside  and  outside  the  committee  rooms,  also 
in  large  measure  control  the  appointments  to  be  made  with  each 
incoming  administration.  In  fact,  through  the  appropriations, 
they  hold  the  whip  over  the  whole  service  including  these  who 
have  come  to  be  protected  by  civil  service  regulation.  Thus, 
leadership  on  the  business  side  of  the  government  has  been 
transferred  from  the  executive  to  the  deliberative  branch ;  and 
deliberation  from  the  open  forum  set  up  by  the  Constitution  to 
the  secrecy  of  the  committee  room,  the  determinations  of  which 
are  put  through  on  the  floor  under  the  "  party  "  lash.  Advert- 
ing to  the  descriptive  phrase  of  Senator  Hoar  (whose  long 
service  in  Congress  gives  him  a  right  to  speak  with  authority) 
Congress  became  an  aggregation  of  "  little  legislatures  ",  as  a 
result  of  which 

Hundreds  of  measures,  of  vital  importance,  receive — near  the  close  of  an 
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exhausted  seasion,  without  being  debated,  printed,  or  understood— itbe  con- 
stitutional aasent  of  the  representatives  of  the  American  people. 

The  necessary  outworkings  of  such  a  system  are  inefficiency 
and  waste,  because  the  system  has  been  used  to  upset  or  paralyze 
all  the  organs  of  the  body  politic  whose  function  is  the  main- 
tenance of  national  good  will ;  and  because  the  constant  inter- 
meddling of  those  who  have  arrogated  to  themselves  leadership 
has  prevented  the  upbuilding  of  an  effective  organization- 
for-action. 

This  gives  us  our  historic  bearing  and  background  for  under- 
standing why  it  is  that  we  have  such  a  "  hodge-podge  "  of 
machinery  for  transacting  the  business  that  the  executive  is 
called  on  to  "superintend";  and  why  it  is  that  "there  is 
throughout  the  length  and  breadth  of  this  state  [land]  a  deep 
and  sullen  and  long  continued  resentment  at  being  governed 
thus."  '  This  gives  us  a  basis  for  understanding  why  it  is  that 
a  practical-minded  people  have  had  a  public  administration  so 
unpractical,  unbusinesslike  and  ill-suited  to  the  work  to  be  done 
— the  defects  in  which  have  been  so  fully  set  forth  from  time  to 
time  in  the  several  reports  that  have  been  made  on  the  subject.* 
This  historic  review  also  gives  to  us  our  two  angles  from  which 
any  "  proposal  "  for  reorganization  may  be  considered. 

II 

Appraisal  of  the  "  Proposal "  of  the  National  Budget  Committee 

The  viewpoint  of  the  National  Budget  Committee  and  of 
those  who  would  not  disturb  this  standing  committee  system 
is  the  one  first  above  described.  To  make  sure  that  there  would 
be  no  doubt  on  this  point,  it  is  frankly  stated.  For  example: 
in  its  "  proposal  "  the  National  Budget  Committee  say  the 
adoption  of  its  plan  of  departmental  reorganization  "  involves 
no  change  in  the  fundamentals  of  the  governmental  structure  " 
as  is.  Our  first  appraisal  therefore  is  from  the  same  viewpoint 
— a  sympathetic  consideration  of  this  "proposal"  to  see  wherein 
the  "  piecemeal  building  by  successive  Congresses  practically 

1  Speech  of  Senator  Elihu  Root  before  the  OonBtitutional  Convention  of 
New  York,  1915. 

2  Durinp  the  laat  century  more  than  a  hundred  official  roporta  have  been 
made  by  congreasional  committeee  and  executive  cominiHsions  e.ioh  of  which 
point*  to  defects,  overlappings,  conflicts  and  waste. 
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without  a  plan,"  may  be  rearranged  to  make  the  government 
a  better  instrument  of  service  than  it  now  is;  or,  to  use  their 
own  language,  to  see  what  can  be  done  "  to  effect  such  a  re- 
grouping of  the  agencies  that  have  been  brought  into  existence 
in  this  piecemeal  fashion,  and  such  a  rearrangement  of  the 
activities  which  from  time  to  time  have  been  authorized  by  law, 
as  will  insure  the  most  economical  and  effective  prosecution 
of  the  proper  objects  of  government  as  they  have  been  deter- 
mined by  Congress." 

Without  question  the  "  regrouping  "  has  much  to  commend 
it.  Even  though  we  continue  to  accept  the  time-honored  inter- 
pretation of  Congress,  that  the  President  and  Cabinet  are 
merely  a  "  superintendency  "  (that  leadership  should  be  broken 
up  among  the  chairmen  of  standing  committees  of  the  inquisi- 
torial branches,  thereby  depriving  the  country  of  its  critical 
democratic  faculties,  and  substituting  an  "  irresponsible 
oligarchy  "  for  "  responsible  executive  leadership  ")  still  much 
may  be  done  to  make  this  "  superintendency  "  more  effective 
by  bringing  together  those  who  have  kindred  and  related 
problems  with  which  to  deal.  There  is  everything  to  commend 
the  principle;  there  is  everything  to  commend  a  better  corre- 
lation of  the  administrative  "  faculties  ".  In  this  respect  the 
problem  of  rearrangement  or  readjustment  of  the  several  work- 
ing parts  of  the  machine,  or  complement  of  machines,  by  means 
of  which  the  public  is  to  be  served  is  the  same  whatever  kind 
of  prime-mover  is  used,  and  however  ill-adjusted  or  disinte- 
grate the  means  of  "  transmission  "  of  power.  Proceeding  from 
this  assumption,  the  following  questions  are  raised  with  re- 
spect to  the  realignment  in  the  "  Proposal  for  Reorganization  " 
submitted  by  the  National  Budget  Committee:  ^ 

I.  It  is  questioned  whether  the  Federal  Prisons  should  be 
continued  under  the  jurisdiction  and  control  of  a 
"  faculty ",  or  administrative  group,  whose  primary 
function  is  that  of  "  prosecution  ".  Isn't  this  a  misfit? 
What  is  the  end  to  be  achieved  by  the  prisons?  Is  it 
to  continue  prosecution,  or  persecution?  Or  is  it  to 
give  to  those  who  have  been  animated  by  selfish  motives 

1  Report  entitled :  Proposal  for  Government  Beorganieation — National 
Budget  Committee,  7  West  8th  St.,  New  York,  1920  (48  pages)  ;  2nd  edit., 
1921,  price  25  cents. 
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to  such  an  extent  that  they  have  become  anti-social,  a 
chance  to  readjust  their  lives  to  ideals  of  "service"? 
Is  the  purpose  of  maintaining  institutions  for  delin- 
quents one  of  "  vengeance "  or  is  it  "  training  for 
citizenship"?  If  the  latter,  then  should  not  the 
"  Prisons  "  be  placed  under  a  "  faculty  "  whose  duty 
and  responsibility  it  is  to  deal  with  problems  of  "  edu- 
cation "  and  "  social  welfare  "  ? 

2.  For  like  reason  it  is  questioned  whether  "  pardons  " 
should  be  left  in  the  "  prosecuting  "  department.  From 
the  viewpoint  of  society  in  considering  applications  for 
pardons,  is  not  "  prosecution  "  the  one  thing  to  be  kept 
out  of  it  or  very  far  in  the  background?  Instead  of  this 
public  function  being  left  to  the  prosecuting  "  faculty  ", 
should  not  the  powers  and  duties  be  transferred  to  the 
"  social  welfare  "  group,  with  such  amplifications  as 
to  make  possible  an  up-to-date  plan  of  parole  and  pro- 
bation really  a  part  of  the  outworking  of  the  problem 
of  social  reconstruction? 

3.  The  next  item  (running  down  the  list  of  agencies  as 
regrouped  by  the  National  Budget  Committee)  con- 
cerning which  question  is  raised  is,  the  "  United  States 
Botanical  Gardens  " — it  being  proposed  to  put  this  in 
the  Department  of  Agriculture.  On  the  face  of  it,  this 
seems  reasonable.  But  this  institution  is  only  indirectly 
connected  with  the  public  service — it  certainly  has  noth- 
ing to  do  with  the  problems  to  be  administered  in  the 
department  which  serves  the  fanner.  Its  chief  function 
is  to  raise  and  cut  flowers  for  members  of  Congress  and 
their  families.  As  it  has  been  developed,  it  is  one  of 
the  "  perquisites "  of  members  of  the  representative 
body.     Why  lumber  up  the  Administration  with  this? 

4.  A  fourth  question  is  raised  with  respect  to  the  relations 
and  functions  of  the  proposed  Departments:  "Agricul- 
ture ",  "  Commerce  ",  and  the  proposed  (new)  Depart- 
ment of  "  Public  Works  ".  By  process  of  elimination, 
it  appears  that,  with  noted  exceptions,  all  the  "  facul- 
ties "  of  the  government  which  are  to  interest  them- 
selves in  those  services  that  have  to  do  with  agricul- 
ture,   fisheries,    mining,    manufacture,    transportation, 
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commerce,  etc.,  are  to  be  associated  either  in  a  depart- 
ment of  "Agriculture"  or  "Commerce"  or  "Public 
Works  ".  The  exceptions  noted  are  listed  as  "  Inde- 
pendent Establishments  "  —  discussed  later.  As  be- 
tween the  three  departments  named,  the  first  question 
to  be  decided  is  what  principle  of  correlation  shall  be 
employed  to  determine  whether  one  or  another  bureau 
or  agency  shall  be  associated  in  one  administrative  de- 
partment or  the  other.  Or,  putting  the  question  in 
another  form :  To  what  departmental  "  faculty  "  shall 
the  head  of  each  bureau  or  office  charged  with  these 
several  kinds  of  services  listed  become  a  part?  And 
what  principle,  if  any,  determines  the  exclusion  of 
certain  related  services  from  all  three  of  the  above  de- 
partments— causing  them  to  be  listed  as  "  independ- 
ent "  ?  The  lines  of  demarkation  would  seem  to  be 
these;  (i)  the  primary  purpose,  or  interest,  which  the 
Department  of  Agriculture  is  planned  to  serve,  is  to 
safeguard  and  promote  agriculture  and  forestry  in  all 
their  many  and  varied  specilizations — to  provide  farm- 
ers, gardeners,  orchardists,  timber-culturists,  etc.,  with 
the  staff  and  other  aids  necessary  to  make  them  more 
highly  successful;  (2)  the  primary  purpose,  or  interest, 
which  the  Department  of  Commerce  is  planned  to  serve, 
is  to  safeguard  and  promote  fisheries,  mining,  manu- 
factures, transportation,  foreign  and  domestic  com- 
merce, etc.,  (with  all  their  many  and  varied  specializa- 
tions)— to  provide  persons  or  corporations  so  engaged 
with  technical  staffs  and  other  governmental  aids;  (3) 
the  primary  purpose  or  interest  which  the  Department 
of  Public  Works  seems  to  be  planned  to  serve  is  to 
provide  a  central  or  common  engineering  staff  and 
other  necessary  aids  to  the  construction  and  operation 
of  buildings  and  other  structures,  mechanical  and  other 
material  devices  and  facilities,  needed  by  any  depart- 
ment of  the  government  in  the  performance  of  the  pub- 
lic service  functions  to  which  its  specialized  "  facul- 
ties "  are  to  address  themselves;  (4)  the  specialized 
"  faculties  "  which  are  set  up  and  listed  in  the  "  pro- 
posal "  of  the  National  Budget  Committee  as  "  Inde- 
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pendent  Establishments  "  so  far  as  they  have  to  do  with 
"agriculture",  "commerce"  or  "works",  are  either 
rt'ijulath'c  or  operative  nationalized-undertakings.  If 
this  analysis  of  the  purpose  of  the  several  departments 
enumerated  is  correct,  then  it  would  seem  that  the 
National  Budget  Committee  plan  before  us  has  done 
violence  to  the  principles  of  effective  organization  in 
a  number  of  important  particulars,  as  will  appear  from 
the  paragraphs  which  follow. 

5.  A  fifth  question  is  raised  with  respect  to  the  suggested 
allocation  of  the  Bureau  of  Public  Roads,  which  it  is 
proposed  to  transfer  from  the  Department  of  Agricul- 
ture to  the  suggested  new  department  of  Public  Works. 
Simply  because  a  corporation  or  government  maintains 
never  so  large  or  never  so  competent  a  department  for 
engineering  planning  and  for  construction  is  no  reason 
why  this  engineering  department  or  any  branch  of  it 
should  have  also  the  determination  of  what  work  or 
works  should  be  undertaken,  or  which  of  two  or  more 
projects  is  the  more  important.  Roads  are  not  an  end 
in  themselves.  They  have  to  do  with  and  are  an  aid 
to  agricultural,  industrial  or  commercial  development. 
The  need  for  transportation  is  not  a  matter  for  a  con- 
struction staff  to  determine.  Whatever  be  the  advant- 
age of  maintaining  a  common  engineering  service, 
however  this  may  be  organized  and  specialized  and 
however  efficient  it  may  be  for  service,  would  it  not 
be  the  part  of  wisdom  to  maintain  in  the  Agricultural 
Department  a  bureau  to  study  the  needs  for  highway 
development,  as  a  part  of  a  scheme  of  state  cooperation  ? 
Would  not  the  same  kind  of  facility  be  required  in  the 
department  of  commerce  to  study  the  needs  for  the  de- 
velopment of  trunk  roads  and  trade  routes?  And  if 
these  promotive  "  faculties  "  are  so  provided  in  these 
respective  departments,  may  they  not  have  engineers 
assigned  to  them  by  "  Works  "  for  "  preliminary  sur- 
vey's ",  and  for  "  estimates  ",  and  then  have  the  pro- 
jects which  are  approved  turned  over  to  the  "  Works  " 
department  for  construction  ? 

6.  Similar  questions  may  be  raised  with   respect  to  the 
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"  reclamation  services."  These,  like  highways,  are  not 
an  end  in  themselves ;  they  have  to  do  with  and  are  an 
aid  to  agricultural  development.  Should  they  not  be 
planned  as  a  part  of  an  agricultural  development  pro- 
gram— the  "  faculties  "for  promoting  which  are  in  that 
branch  of  the  public  service?  Why  should  not  this 
department  have  a  reclamation  bureau  or  office  and 
then  call  on  the  "  Works  "  department  for  staff  aids  in 
planning  a  developmental  program  consistent  with  the 
agricultural  interests — turning  over  projects  for  details 
of  specification  and  construction  to  the  governmental 
engineering  service?  Without  this  we  may  have  an- 
other long  series  of  "  Works  "  misadventures  that  will 
parallel  the  Rivers  and  Harbors  scandals. 

7,  Again  having  in  mind  the  evident  purpose  of  a  depart- 
ment of  commerce  (a  department  with  specialized 
"  faculties  "  devoted  to  the  promotion  of  the  national 
interest  in  manufactures  and  foreign  and  domestic  com- 
merce) why  have  a  group  of  services  devoted  to  this 
interest  set  up  as  "  Independent  Establishments  "  such 
as  the  "  United  States  Tariff  Commission  ",  and  the 
"  Federal  Trade  Commission  "  ?  Simply  because  they 
are  organized  as  "  commissions  "  would  seem  to  be  no 
reason  why  they  should  be  detached — reporting  to  no 
one,  and  without  an  official  contact  that  would  help 
to  correlate  their  activities  to  other  services  in  the  same 
field  that  have  a  common  general  purpose.     Should  not 

the  need  be  recognized  at  least  for  "  liaison  ",  the 
bureau  of  "  Foreign  and  Domestic  commerce "  with 
the  Assistant  Secretary  responsible  for  these  specialized 
services?  Should  not  these  "independent  establish- 
ments "  be  "  grouped  "  in  the  Department  of  Com- 
merce, for  purposes  of  Cabinet  representation?  What- 
ever be  the  virtue  of  "  independence ",  there  would 
seem  to  be  no  reason  for  making  a  virtue  of  ignorance, 
and  working  to  cross  purposes. 

8.  Having  in  mind  the  intimate  relation  of  institutions 
of  credit  to  commerce  and  industry,  why  should  not  a 
similar  organic  relation  be  established  with  the  "  Fed- 
eral Reserve  Board  ",  the  "  War  Finance  Corporation  " 
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and  the  "  Farm  Loan  Bureau  "  ?  The  primary  pur- 
pose of  the  "  Federal  Reserve  Board  "  is  not  to  aid  the 
"Treasury"  in  financing  government  loans;  this  agency 
has  been  nearly  wrecked  as  an  institution  of  commer- 
cial credit  by  having  it  so  considered.  Without  ques- 
tion the  "  War  Finance  Board "  name  should  be 
changed ;  so  far  as  it  is  to  be  further  availed  of  it  should 
function  with  the  "  faculties "  devoted  to  the  work- 
ing out  of  a  national  program  for  the  promotion  of 
industry  and  commerce.  There  may  be  question  as 
to  whether  the  "  Farm  Loan  Bureau  "  should  not  func- 
tion with  the  faculties  devoted  to  the  promotion  of 
agriculture.  But  there  would  seem  to  be  no  reason 
why  it  should  remain  in  the  Treasury.  Assuming  that 
there  is  a  reason  why  this  should  be  in  a  position  to 
act  independently  (to  prevent  the  agricultural  "  pro- 
moting "  interests  from  running  away  with  the  enter- 
prise) the  Farm  Loan  institution  could  be  put  under  a 
separate  board  that  would  give  it  an  independent  status 
in  exercise  of  descretion,  but  still  make  it  a  part  of  a 
"  department  "  for  purposes  of  planning  and  executing 
policies,  and  correlating  activities  of  vitally  related 
groups, 
9.  The  same  kind  of  question  may  be  raised  with  respect 
to  the  "  Interstate  Commerce  Commission ",  the 
"  United  States  Shipping  Board  ",  the  "  United  States 
Railroad  Administration  ",  the  "  Panama  Railroad 
Corporation  ",  and  the  "  Panama  Canal  ".  These  are 
all  services  and  faculties  for  the  promotion  of  com- 
merce. Why  should  there  not  be  set  up  in  the  Depart- 
ment of  Commerce  a  branch,  under  an  assistant  secre- 
tary, charged  with  the  duty  and  responsibilit}''  of  cor- 
relating these  organs  or  agencies  of  public  service. 
They  might  still  retain  their  separate  corporate  exist- 
ence, but  be  brought  into  a  close  working  relation  with 
the  department  devoted  to  the  upbuilding  of  commerce 
and  industr}'.  But  the  nation  cannot  act  intelligently 
in  its  effort  to  build  up  a  merchant  marine  unless  this 
is  considered  part  of  a  program  which  includes  tariffs, 
markets,  selling  organizations,  credits,  and  production. 
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These  are  all  interrelated  parts,  and  no  one  of  them 
can  be  intelligently  considered  or  developed  by  itself, 
10.  Assuming  that  the  Department  of  Interior  is  to  be  dis- 
banded by  transfer  of  functions,  and  in  its  stead  a  de- 
partment established  as  suggested  by  President  Harding 
for  the  development  of  national  program  of  Social 
Welfare,  including  the  related  "  faculties  "  devoted  to 
"  Education  ",  "  Health  "  and  what  is  more  narrowly 
considered  as  "  Social  Welfare  ".  Then,  with  this  or- 
ganic provision  for  correlation  of  functions  why  could 
not  the  benefits  of  "  Specialization  "  be  fully  availed  of 
by  having  each  of  these  specialized  "  faculties  "  put 
under  a  separate  assistant  secretary  ?  And  then,  if  this 
is  done,  why  should  not  the  Smithsonian  Institution 
with  its  related  enterprises — The  "  United  States  Na- 
tional Museum  ",  the  "  International  Exchange  "  the 
"  Bureau  of  American  Ethnology  ",  the  "Astrophysical 
Observatory ",  the  "  National  Zoological  Park ",  the 
"  International  Catalogue  of  Scientific  Literature  " — 
all  of  them  be  brought  by  liaison  into  working  relation 
with  the  "  Faculties  "  under  the  Assistant  Secretary  for 
Education  ?  And  why  should  not  the  "  Federal  Board 
for  Vocational  Training "  and  the  "  Vocational  Re- 
habilitation Section  "  be  brought  under  the  same  au- 
thority? Why  should  not  a  bureau  or  office  for 
"  liaison  "  with  the  various  health  agencies  under  the 
Army  and  Navy  be  set  up  under  the  Assistant  Secretary 
for  Health  ?  Why  should  not  the  "Children's  Bureau  ", 
the  "Superintendent  of  Prisons",  a  "Bureau  of  Parole, 
Probation  and  Pardons  ",  and  the  "  National  Home  for 
Disabled  Soldiers  "  be  under  an  Assistant  Secretary  for 
Social  Welfare?  Then,  if  the  social  insurance  and 
pension  features  of  the  federal  government  were 
brought  under  an  Assistant  Secretary  for  Compensa- 
tion, would  this  not  give  to  the  people  a  well-rounded 
"  faculty  "  for  serving  their  social  welfare  interests, 
capable  of  almost  indefinite  development?  ^ 

1  This  is  based  on  the  assumption  that  "Education",  "Health"  and 
"Social  Welfare"  are  to  be  brought  together  under  a  single  Cabinet  efficer. 
Should  any  of  these  be  set  up  as  a  separate  department,  it  -vfould  be  neces- 
sary only  to  elevate  the  corresponding  assistant  secretary  to  cabinet  rank 
and  provide  for  liaison. 
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11.  Why  should  there  be  a  list  of  eighteen  "  Independent 
Executive  Establishments  "  set  up  (or,  for  that  matter, 

any  office  or  establishment)  that  is  not  required  to  re- 
port to  or  through  one  or  another  of  the  department 
heads,  thereby  depriving  them  of  representation  in  the 
Cabinet,  and  depriving  the  President  and  the  people  of 
the  benefits  of  close  coordination  of  the  working  parts  of 
the  public  service  ?  Even  considering  the  President  and 
his  Cabinet  only  as  a  "  superintendency  ",  there  would 
seem  to  be  very  cogent  reason  for  giving  to  the  service 
coherence. 

12.  Why  should  not  the  following  "  Independent  "  bureaus 
and  offices  be  constituted  under  a  "  Secretary  of  Ad- 
ministration ",  who  would  be  in  the  Cabinet  and  act  for 
the  President  as  a  staff  organization  to  aid  him  in  keep- 
ing in  touch  with  and  correlating  the  several  services 
devoted  to  problems  of  administration  and  personnel : 
"  The  United  States  Bureau  of  Efficiency  " ;  the 
"  Bureau  of  Supplies  "  ;  the  "  Central  Purchasing  Com- 
mittee ",  the  General  (administration)  Accounting 
Offices  " ;  the  "  Civil  Service  Commission  ",  the  "  Com- 
mittee for  the  Standardization  of  Salaries  and  Grades"  ? 

13.  Why  should  not  the  work  of  the  "  Pan-American 
Union  "  and  the  various  "  International  Commissions  " 
be  correlated  by  proper  organic  arrangements  with  the 
Department  of  State — and,  so  far  as  they  function  for 
our  federal  government,  be  represented  in  Cabinet  by 
the  secretary  of  that  department? 

14.  Why  should  not  the  "  National  Advisor)'  Committee  on 
Aeronautics  "  be  correlated  by  proper  organic  arrange- 
ments with  the  Departments  of  "  War  "  and  "  Na\y  "? 

15.  Having  in  mind  the  fact  that  the  heads  of  public 
service  departments  in  the  "  Cabinet "  of  the  President 
are  all  responsible  for  the  exercise  of  executive 
"  powers  ",  independent  judgment  on  the  part  of  the 
chief  executive  would  seem  to  require  that  he  have 
subordinates  who  are  "  purely  advisory  ".  That  is, 
there  would  seem  to  be  need  for  detachment  from 
executive  responsibility  on  the  part  of  those  carrying 
on  investigation  and  giving  expert  advice  in  the  de- 
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velopment  of  a  correlated  program.  Especially  would 
this  seem  to  be  true  in  the  development  of  a  program 
of  national  welfare  (a  program  of  "  conservation  " 
using  the  term  in  its  broadest  sense) .  With  this  end  in 
view  would  it  not  be  well  for  the  President  to  have  a 
non-executive  "  purely  advisory  "  staff  or  group  (as  well 
as  an  "  executive "  Cabinet  devoted  to  this  interest) 
made  up  of  persons  of  known  ability  who  may  be  found 
willing  to  serve  in  helping  to  shape  plans  and  provisions 
for  social  and  material  welfare.  Would  not  this  be  one 
of  the  most  effective  ways  of  organizing  to  "  promote 
the  general  welfare  "  in  the  sense  this  term  is  used 
in  the  constitution  when  describing  the  duties  of  the 
President?  Would  not  a  "  National  Conservation  Com- 
mission "  whether  voluntary  or  employed  as  an  aid  to 
"  planning  "  and  review  of  the  "  execution  "  of  plans 
for  public  service,  be  a  desirable  part  of  an  administra- 
tive or  ministerial  organization?  Something  further 
is  said  on  this  question  below. 

Ill 

An  "Alternative  Plan  "  Submitted  to  make  Executive 
Leadership  Ejfective 

In  the  section  above,  critical  and  constructive  suggestion  has 
gone  to  the  "  Proposal  "  of  the  National  Budget  Committee, 
which  has  not  assumed  to  depart  from  or  question  the  principle 
which  has  so  long  obtained,  viz. :  that  the  President  and  Cabinet 
are  to  be  organized  as  a  personnel  set  apart  for  supervising  the 
various  bureaus  and  offices  placed  under  them  by  Congress — 
said  Congress  having  taken  over  to  itself  and  apportioned  out 
to  some  eighty  chairmen  the  function  of  leadership  in  matters 
of  administration  and  finance.  The  "Alternative  Plan  ",  which 
is  submitted  herewith  as  a  basis  for  discussion,^  proceeds  from 
quite  a  different  principle  of  organization,  viz. :  that  the  func- 
tion of  "  leadership "  {in  planning  for  administration  and 
finance,  in  explanation  of  plans  to  Congress  as  a  determining 
body,  and  in  the  execution  of  plans  after  they  are  approved) 
is  an  essential  part  of  the  "executive  power";  and  that  the 

1  See  Appendix,  pp.  80-89. 
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function  of  the  Congrese  or  controlling  body,  so  far  as  relates 
to  administration  and  finance,  should  be  that  of  enforcing 
responsibility,  or  accountability,  for  the  manner  in  which  this 
power  is  exercised  by  requiring  the  "  executive  "  periodically 
to  come  before  Congress  and  explain  what  has  been  done  and 
what  is  the  plan  for  the  future,  withholding  financial  support 
until  this  is  done  in  a  manner  satisfactory  to  a  majority. 

This  proposal  to  be  made  effective  means  :  ( i )  that  executive 
leadership  be  institutionalized — i  e.  that  an  executive  and  not  a 
congressional  organization  be  provided  for  leadership  in  mat- 
ters of  finance  and  administration;  (2)  that  the  rules  of  Con- 
gress be  changed  to  give  to  responsible  executive  heads  "  the 
privileges  of  the  floor  without  a  right  to  vote";  (3)  that  the 
organization  for  "  leadership  "  in  the  Congress,  so  far  as  relates 
to  matters  of  finance  and  administration,  shall  give  way  to  and 
make  possible  the  development  of  an  effective  organization  and 
procedure  adapted  to  carrying  on  the  work  of  a  second  group 
of  committees  (listed  on  p.  63) — those  organized  for  inquest, 
criticism,  and  discussion  and  for  bringing  the  several  branches 
of  the  public  service  out  in  the  open. 

Organization  for  Executive  Leadership 

For  the  purpose  of  this  "Alternative  Plan  "  it  is  assumed  that 
approximately  the  same  correlation  of  administrative  "  facul- 
ties "  would  be  needed  to  make  executive  leadership  effective, 
as  would  be  needed  to  make  the  most  of  an  "  executive  super- 
intendency  ".  Therefore  the  grouping  of  bureaus  and  offices 
of  public  service  would  be  the  same  as  that  indicated  in  critical 
appraisal  of  the  "  Proposal  "  of  the  National  Budget  Com- 
mittee. The  "Alternative  Plan  "  differs  in  essential  only  in 
that  it  undertakes  to  submit  an  outline,  with  a  definite  sug- 
gestion, for  executive  leadership — not  as  a  recommendation  of 
any  particular  detail  but  by  way  of  proposing  for  consideration 
certain  principles  which  it  is  thought  should  govern  or  guide 
those  who  are  responsible  for  settling  detail. 

This  suggestion  is  premised  not  only  on  the  assumption 
that  efficiency  requires  executive  leadership,  but  also  on 
the  further  assumption  that  a  definite  mechanism  or  organiza- 
tion is  just  as  necessary  for  leadership  as  it  is  for  service. 
And  in  this  it  follows  past  reasoning  and  experience  in  that 
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the  forces  that  head  up  in  Congress,  for  their  purposes,  have 
worked  out  a  very  elaborate  organization  for  leadership.  But 
for  the  purpose  of  this  section  of  our  memorandum  it  is  assumed 
that  the  present  very  elaborate  organization  for  leadership  is 
of  the  wrong  kind,  and  is  in  the  wrong  place.  In  the  past, 
executive  leadership  has  not  been  institutionalized.  When  the 
President  retires,  there  is  little  left  in  the  executive  branch  of 
the  government  except  a  lot  of  detached  bureaus  and  offices; 
and  after  the  new  executive  has  become  fully  installed  the 
newly  created  organization  for  leadership  is  personal,  not 
institutional.  For  this  purpose  a  further  assumption  is 
engaged,  viz. :  that  the  Constitution,  providing  as  it  does  for 
the  exercises  of  two  kinds  of  executive  power  {^military  and 
civil)  contemplates  two  kinds  of  executive  leadership;  and, 
therefore,  there  is  need  for  two  organized  institutional  groups 
for  leadership  in  the  Executive  branch.  More  concretely: 
It  is  assumed  that  as  leader,  the  chief  executive  should  have 
the  institutional  means  of  discharging  his  responsibility  for 
planning  and  (after  plans  submitted  are  approved  by  Congress) 
for  directing  two  kinds  of  national  programs — one  for  national 
defense  and  the  other  for  national  welfare.  And  that,  as  an 
incident  to  both  of  these  public  service  programs,  it  is  thought 
the  executive  should  be  responsible  also  for  planning  for 
■financial  support  and  administration. 

With  these  assumed  ends  of  organization  for  executive 
leadership  in  mind,  it  may  be  observed  that  in  the  "  alterna- 
tive "  plan  submitted,  an  executive  cabinet  of  twelve  depart- 
ments heads  is  suggested ;  ^  that  under  the  President  and  his 
executive  Cabinet  three  specialized  executive  groups  would  be 
provided  for,  to  which  are  given  the  names  ( i )  "  National  De- 
fense Council" — a  war  cabinet;  (2)  "National  Welfare 
Council  " — a  peace  calbinet  and  (3)  the  "Administration  Coun- 
cil " — an  executive  or  central  administrative  staff. 

In  the  "Administration   Council  "    (first  mentioned  in  the 

1  The  twelve  departments  would  be:  (1)  State;  (2)  War;  (3)  Navy; 
(4)  Justice;  (5)  Social  "Welfare;  (6)  Labor;  (7)  Agriculture;  (8)  Com- 
merce; (9)  Public  Works;  (10)  Post  Office;  (11)  Treasury;  (12)  Admia- 
istration.  For  this  purpose  the  proposal  which  has  been  favored  by  Presi- 
dent Harding  for  a  Social  Welfare  Department,  instead  of  two  or  possibly 
three  separate  departments  (Education,  Health  and  Social  Welfare)  ia 
adopted. 
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outline,  because  the  questions  to  which  its  "  faculties  "  would 
be  addrcsvscd  are  those  nearest  to  the  President  and  common 
to  the  whole  public  service) — in  the  "Administration  Council  " 
would  be  an  "Assistant  Secretary  to  the  President  for  Admin- 
istration ",  Secretary  of  Treasury,  and  Secretary  of  Admin- 
istration. 

In  the  "  National  Defense  Council  "  (or  war  cabinet)  would 
be  at  all  times  an  "Assistant  Secretary  to  the  President  for 
War  ",  the  Secretary  of  State,  the  Secretary  of  War,  the  Sec- 
retary of  Navy,  the  Secretary  of  Treasur>',  and  the  Secretary 
of  Administration  (or  assistants  representing  the  last  two). 

In  the  "  National  Welfare  Council  "  (or  "  Peace  Cabinet  ") 
would  be  at  all  times  an  "Assistant  Secretary  to  the  President  for 
National  Welfare  ",  the  Attorney  General,  and  Secretaries  of 
Social  Welfare,  Labor,  Agriculture,  Commerce,  Public  Works, 
Post  Office,  Treasury  and  Administration  (or  assistant  repre- 
senting the  last  two).  Some  such  an  organization  for  executive 
leadership  as  this  would  enable  the  president  and  his  executive 
cabinet  to  keep  in  touch  with  every  part  of  the  Public  Service, 
365  days  in  the  year  instead  of  relying  on  "  sittings  "  and 
"  hearings  "  as  do  most  of  the  congressional  committees,  or 
leaving  the  development  of  the  service  to  heads  of  bureaus 
working  with  committees. 

The  outline  of  the  "Alternative  Plan  "  attached  is  graphically 
expressed  in  the  text  by  four  charts,  the  purpose  of  which  is 
not  alone  to  help  to  visualize  the  leading  characteristics  of 
the  suggested  organization  for  executive  leadership,  but  to  il- 
lustrate a  principle  and  still  further  emphasize  the  incom- 
patibility of  leadership  of  the  kind  which  now  exists  (leader- 
ship by  chairmen  of  standing-committees)  with  economy  and 
efficiency.  First  be  it  noted  that  on  these  charts  repeated  use 
is  made  of  two  terms — "  Line  "  and  "  Staff  ".  These  are  names 
given  to  two  kinds  of  "  faculties  "  to  be  associated  in  the  central 
executive  and  departmental  councils,  that  are  assumed  to  be 
needed  by  a  directing  head — "  faculties  "  exercising  different 
kinds  of  executive  functions  which  must  be  distinguished  by 
persons  who  would  think  clearly  about  organization  for 
efficiency. 

An  effective  organization  for  any  kind  of  group  action  (es- 
pecially one  that  is  complex  and  highly  specialized)    corres- 
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ponds  in  many  ways  to  the  biological  organism  for  the  motori- 
zation of  the  human  body.  Superior  to  all  action  of  the 
human  motor-parts  rises  the  actuating  controlling  imll.  But 
the  ^t.nll  cannot  be  serviceable  to  the  body  unless  it  is  aided  by 
two  kinds  of  "  faculties":  (i)  a  group  faculty  which  devotes 
itself  to  the  perception  of  environmental  facts  and  to  reason- 
ing about  them — to  the  orientation  of  the  controlling  will ;  and 
(2)  a  group  faculty  which  devotes  itself  to  impressing  the  au- 
thority of  the  controlling  will  on  the  cooperating  motor-mem- 
bers of  the  body.  The  end  for  which  one  group  exists  is 
knowledge;  the  end  for  which  the  other  exists  is  to  translate 
the  controlling  will  thus  informed  into  action. 

In  like  manner  every  well-ordered  group  management  must 
have  an  actuating  will — an  executive  with  authority  to  "  order  " 
or  command;  and  it  must  have  two  kinds  of  organization — 
one  kind  made  up  of  a  personnel  specialized  in  such  manner 
as  to  make  the  head  intelligent  and  another  kind  specialized 
to  develop  discipline  and  make  the  actuated  members  respon- 
sive. In  organization  for  leadership  it  is  quite  necessary  that 
"  faculties  "  be  provided  with  a  view  to  make  the  controlling 
will  intelligent  as  in  the  human.  And  it  is  quite  as  necessary' 
that  lines  of  communication  for  the  transmission  of  orders  shall 
run  from  the  controlling  will  to  the  motor-members  with  au- 
thority to  compel  prompt  and  effective  response.  On  the 
one  hand  must  be  a  specialized  "  staff  "  personnel  quite  inde- 
pendent of  the  motor  mechanism,  which  for  the  head  constitutes 
the  faculties  of  perception  and  reasoning  about  environmental 
facts  and  conditions  to  be  dealt  with  outside  and  inside  the 
associate  body ;  on  the  other  hand  must  be  a  specialized  "  line  " 
personnel,  quite  independent  of  the  staff,  that  constitutes  the 
needed  line  of  authority — the  motor  extensory  and  motor 
flexory  nervous  system  by  which  discipline  is  established  and 
through  which  the  various  actuated  parts  are  made  coordinate 
and  cooperative.  To  be  effective,  both  the  "  line  "  and  the 
"  staff  "  must  be  attached  to  and  find  their  interrelation  through 
the  controlling  will  or  executive.  Anything  which  may  make 
it  possible  for  the  "  line "  to  act  on  the  suggestion  of  the 
"  staff "  without  clearing  through  a  responsible  "  executive 
head  "  operates  to  defeat  the  function  and  purpose  of  staff 
specialization.     Speaking  to  the  point  of  the  institutional  pur- 
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pose  of  line  and  staff  organization,  Harrington  Emerson  gives 
a  useful  illustration  : 

A  Btriking  example  of  staff  knowledge  at  the  Service  of  line  authority 
[says  he]  occurs  occasionally  on  submarines.  These  boats  carry  cages  of 
mice.  Mice  vociferously  <rt)ject  to  the  poisonous  gases  arising  from  leaking 
gasoline  or  escaping  hydrogen.  The  shrill  squeals  of  the  mice  call  attention 
to  the  dangere,  and  the  commander  who  neglects  the  warning  renders  himself 
liable  to  courtmartial.  Yet  the  mice  exercise  no  authority  and  the  com- 
mander has  no  personal  knowledge.  It  is  staff  counsel  acted  on  by  line 
authority  that  conquers  the  danger. 

The  idea  that  lies  back  of  the  "  staff  "  organization  is  ex- 
pressed in  the  old  adage,  "  knowledge  is  power  ".  The  line  as 
distinguished  from  the  staff  is  the  instrument  through  which 
the  power  of  knowledge  may  be  grasped  and  used.  The  prin- 
ciples which  govern  all  staff  activity  are  principles  of  science. 
The  principles  which  govern  line  activities  are  principles  of 
organized  cooperative  society — principles  of  established  human 
authority  and  discipline.  The  organic  principle  of  the  line  is 
obedience  to  command.  The  organic  principle  of  the  staff  is 
individual  effort  and  initiative  devoting  itself  to  search  for  the 
truth — the  acquisition  of  knowledge,  the  discover)'  of  natural 
laws  which  operate  to  control  men  as  well  as  matter. 

The  fundamental  difference  between  "  line  "  and  "  staff  " 
is  made  more  apparent  by  consideration  of  standards  of  per- 
fection to  be  attained  by  each.  The  end  of  line  training  and 
discipline  is  prompt,  effective  response  without  thinking,  i.  e. 
without  the  need  for  thinking.  Apt  illustration  of  what  is 
expected  of  the  line  is  found  in  Tennyson's  *'  Charge  of  the 
Light  Brigade  " 

Theirs  not  to  reason  why, 
Theirs  but  to  do  and  die. 

in  obedience  to  command. 

The  purpose  of  training  in  "  Staff  "  organization  is  quite  a 
different  thing.  It  is  not  discipline  or  reflex  action,  but 
knoivlcdge — knowledge  of  things  as  they  are,  broadening  the 
scientific  basis  for  executive  judgment.  The  purpose  of  the 
staff  organization  is  not  prompt  obedience  to  discipline  and 
command  for  doing  things  without  question  or  tliinking  what 
the  result  will  be,  but  to  lay  the  basis  for  thinking,  for  ques- 
tioning and  reasoning  about  ascertained  facts  and  conditions 
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in  order  that  the  management  may  have  a  better  and  broader 
basis  for  planning,  for  deciding  how  the  disciplined  line  can 
be  most  effectively  used  to  get  results,  and  for  making  im- 
provements in  the  line  discipline  which  is  to  be  administered 
from  local  centres — if  need  be,  changing  the  discipline,  modi- 
fying the  reflex  action  of  the  organization,  with  a  view  to  con- 
serving its  energy  and  material  resources. 

Following  this  digression  by  way  of  enlargement  on  the 
principle  of  organization  made  use  of  in  the  "Alternative  Plan  " 
as  a  suggested  device  for  institutionalizing  executive  leader- 
ship, let  us  turn  to  the  exemplification  of  the  principle  as  de- 
picted in  the  charts.  The  purpose  of  Chart  I  (p.  51)  is  to 
show  how  the  President  as  the  chief  executive,  (the  one  whose 
function  is  to  serve  the  body  politic  as  the  chief  directing  will 
of  the  motor-organization)  might  be  provided  with  the  "  facul- 
ties "  needed  for  intelligence  in  planning^  and  for  efficiency 
in  the  execution  of  plans.  The  suggested  departmental  organi- 
zation and  the  suggested  group  "  councils "  have  for  their 
purpose  to  give  to  the  President  in  all  matters  of  general  ad- 
ministrative program  (as  in  the  preparation  of  the  budget) 
two  kinds  of  aids:  on  the  one  hand  the  "Administration 
Council  "  as  staff  advisors^  and  on  the  other  hand  department 
heads  of  the  motor-organization  in  the  executive  "  Cabinet  " 
who  would  be  his  line  advisors.  Members  of  the  President's 
"  staff  "  advisory  council  would  have  no  power  to  issue  orders 
to  anyone  outside  their  own  departments.  All  executive  orders 
based  on  staff  knowledge  would  go  out  from  their  chief  exe- 
cutive, for  the  shaping  of  which  the  President  would  have  the 
benefit  of  counsel  from  all  the  investigative,  contemplative 
"  faculties  ",  as  well  as  the  faculties  of  generalization  based  on 
line  experience. 

The  purpose  of  Chart  II  (j).  53)  is  to  indicate  an  appli- 
cation of  this  principle  to  the  two  departments  the  heads  of 
which  with  the  President  would  constitute  the  "Administration 
Council  ".  Each  of  these  department  heads  (Treasury,  and 
Administration)  in  turn  might  be  similarly  provided  with  his 
own  "  staff  "  and  "  line  "  advisors — staff  advisors  detached 
from  the  motorized-service-groups,  for  the  purpose  of  investi- 
gation and  report  and  line  advisors,  composed  of  his  assistant 
secretaries  in  charge  of  the  motor-groups. 
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The  purpose  of  Chart  III  ('p.  55)  is  to  indicate  an  appli- 
cation of  the  same  principle  to  planning  and  the  execution  of 
plans  having  to  do  with  problems  of  National  defense,  including 
those  international  relations  that  rest  on  diplomacy.  The  Na- 
tional Defense  Council  would  aid  the  President  in  the  exercise 
of  his  constitutional  powers  as  Commander  in  Chief  of  the 
Army  and  Navy,  and  the  protection  of  American  interests 
abroad.  The  chart  also  is  drawn  to  show  how  like  provision 
might  be  made  for  "staff"  as  well  as  "line"  advisors  at 
every  point  in  departmental  organisation  for  leadership  all  the 
way  down  the  line  at  every  point  where  executive  discretion 
is  to  be  exercised. 

The  ])urjn)se  of  Chart  I\^  (p.  57)  is  to  indicate  an  appli- 
cation of  the  principle  to  the  planning  and  execution  of  plans 
having  to  do  with  problems  of  National  Welfare — the  exercise 
the  powers  of  the  president  as  head  of  the  Civil  governmental 
establishments. 

The  further  purpose  of  the  charts  as  well  as  of  the  "  out- 
line "  shown  in  Appendix  is  to  indicate  how  the  function 
of  leadership  may  be  institutionalized  to  give  to  the  President 
the  ability  at  any  given  moment  to  focus  all  the  information 
and  experience  (gained  by  the  associate  personnel  of  the  gov- 
ernment through  specialization  and  selection  over  a  long  period 
of  time)  on  any  question  large  or  small  that  might  come  to  the 
chief  executive,  or  any  of  his  assistants  for  decision.  On  the 
charts  the  process  of  specialization  for  "  line  "  and  "  staff  " 
functions  has  been  carried  down  several  points,  or  through 
several  ranks,  not  only  to  indicate  that  this  should  become  a 
part  of  the  permanent  structure  (the  personnel  of  which  would 
not  change  with  each  changing  chief  executive)  but  also  to 
suggest  that  there  must  be  a  coordination  of  the  "  staff  "  facul- 
ties and  a  coordination  of  "  line  "  faculties  from  top  to  bottom. 
The  thought  is  that  the  "  staff  "  organization  and  likewise  the 
"  line  "  organization,  for  effective  leadership,  must  each  radiate 
from  the  head — each  branch  by  process  of  specialization 
branching  again  and  again  at  points  of  local  radiation  from 
each  subexccutive  or  person  in  position  of  authority,  but  each 
person  so  specialized  in  either  staff  or  line  being  within  call, 
and  subservient  to  those  in  command. 
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IV 

Implication  of  the  "Alternative  Plan  "  as  related  to  Con- 
gressional Organization 

Point  is  made  that  leadership  in  matters  of  finance  and  ad- 
ministration has  been  institutionalized  in  Congress ;  and  that 
it  has  not  been  institutionalized  in  the  executive  branch. 

What  is  here  suggested  with  respect  to  the  Congressional 
organization  (the  representative,  appropriating  branch  of  the 
government)  is  not  the  result  of  abstract  academic  reasoning. 
Whether  the  present  organization  is  studied  analytically  from 
the  viewpoint  of  one  who  reasons  from  preconceived  notions  of 
adaptation  of  organ  to  function,  or  from  the  viewpoint  of  ex- 
perience, the  same  conclusion  is  reached.  Any  competent 
person,  dissecting  our  governmental  organism  to  discover  what 
is  needed  to  make  it  a  more  efficient  instrument  of  service, 
would  conclude  that  it  must  necessarily  be  weak  and  wasteful 
to  the  extent  that  its  motor-organs  lack  the  means  of  co- 
ordination and  discipline  through  staff-guided  executive  leader- 
ship. That  which  judgment  based  on  reasoning  affirms,  the  ver- 
dict of  history  confirms.  The  administration  of  our  public 
service  has  been  weak  and  wasteful  to  the  extent  that  Congress 
has  undertaken  to  perform  the  function  of  leadership  and  has 
interfered  with  the  development  of  executive  initiative.  On 
occasion,  national  emergency,  as  in  time  of  war,  has  made 
it  necessary  to  turn  from  the  standing  committee  system  to  the 
executive  for  leadership.  But  at  such  times  the  functioning  of 
the  administration  has  been  wasteful  because  the  organs  of 
executive  leadership  have  been  improvised,  extemporized ;  and 
the  use  of  power  has  been  irresponsible  because  of  the  lack  of 
an  effective  organization  in  Congress  for  doing  what  is 
necessary  to  hold  executive  leadership  to  account. 

It  is  thought  by  the  writer  that  little  can  be  achieved  through 
efforts  directed  toward  making  the  administration  more  efficient 
as  long  as  it  is  assumed  that  the  problem  is  solely  one  of  re- 
arranging the  bureaus  and  offices  of  the  executive  branch  of 
the  government.  This  conclusion  seems  warranted  for  two 
reasons  :  ( I )  because  Congress,  the  determining  and  appropri- 
ating body  will  not  consent  to  the  building  up  of  a  well-inte- 
grated line  and  staff  organization  that  centers  in  the  executive; 
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i.  e.,  it  will  not  do  so  while  it  retains  its  present  organization 
for  leadership;  (2)  because  the  people  will  not  and  cannot  be 
expected  to  support  an  efficient  administration  until  Congress 
develops  means  of  inquest  and  control  through  which  the  people 
may  be  kept  informed,  and  the  executive  may  be  made  re- 
sponsive and  responsible.  Strong  executive  leadership  is  in- 
compatible with  democracy  unless  it  is  based  on  good-will. 
The  constitutional  purpose  of  the  representative  body  is  to  pro- 
vide a  means  whereby  the  acts  and  proposals  of  the  executive 
may  be  brought  to  the  test  of  support.  The  problem  of  effi- 
ciency is  therefore  one  which  includes  Congress  as  well  as  the 
executive  branch. 

Taking  stock  of  the  organization  now  set  up  by  Congress, 
we  find  its  machinery  is  not  designed  to  perform  this  function ; 
it  is  designed  rather  to  take  leadership  in  matters  of  admin- 
istration and  finance.  That  is  about  all  there  is  to  it — while 
the  machinery  of  inquest  and  deliberation  is  only  an  accessory 
to  be  used  to  prevent  executive  leadership,  and  to  break  down 
executive  discipline  in  case  the  President  does  not  approve 
and  support  the  leadership  of  the  "  chairmen  ".  An  analysis  of 
the  committee  organization  and  procedure  gives  ample  proof 
of  the  assertion  that  Congress  has  organized  its  own  member- 
ship for  leadership  in  matters  of  finance  and  administration; 
and  for  preventing  the  development  of  line  and  staff  faculties 
in  the  executive  branch. 

For  the  purpose  of  this  analysis  the  same  classification  is 
used  as  in  the  outline  of  administrative  services.  The  items 
starred  would  have  a  double  relation ;  they  may  be  taken  up  in 
one  or  ajiother  department  responsible  for  the  related  series. 

Oboaxization  for  thx  Exercise  or  Leadership  by  Members  or  Conqbxsb 
IN  THE  Fteld  or  Executive  Responsibility 

1.  In  the  Senate 

(a)  Pertaining  to  National  Defense  and  Foreign  Eelaiiont 
▲1107 

(  1 )  Coast  Defenses 
(  2  )  Military  Affairs 
Navy 

(  3  )  Naval  Affairs 
State 

(  4  )  Canadian  Plelations 
(  5  )  Cuban  Rolatioos 
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(  6  )  Pacific  Islands  and  Porto  Eioo 
(  7  )  PhiUipines 
(  8  )  Teoritoriea 

(b)  Pertaining  to  National  Welfare 

Justice 

(  9  )  Indian  Depredations 

(10)  Investigation  of  Treepassera  on  Indian  Lands 
Social  Welfare 

(11)  Indian  Affairs 

(12)  Pensions 

(13)  Public  Health  and  Quarantine 

(14)  University  of  the  United  States 

(15)  Five  Civilized  Tribes  of  Indians 
Labor 

(16)  Immigration 
Agriculture 

(17)  Agriculture  and  Forestry 

(18)  Irrigation  and  Eeclamation  of  Arid  Lands  * 
Commerce 

(19)  Banking  and  Currency 

(20)  Census 

(21)  Commerce 

(22)  Conservation  of  National  Kesources  * 

(23)  Corporations  in  the  District  of  Columbia 

(24)  National  Bank 

(25)  Industrial  Expositions 

(26)  Inter-oceanic  Canals  * 

(27)  Interstate  Commerce 

(28)  Manufacturers 

(29)  Mines  and  Mining  * 

(30)  Pacific  Railroads  * 

(31)  Patents 

(32)  Railroads  * 

(33)  Standard  Weights  and  Measures 

(34)  Transportation  Routes  to  the  Seaboard  * 

(35)  Transportation  and  Sale  of  Meat  Products 
Public  Works 

(36)  Coast  and  Insular  Survey  * 

(37)  Mississippi  River  and  Tributaries  * 

(38)  Public  Buildings  and  Grounds  * 

(39)  Public  Lands 
Postal  Administration 

(40)  Post  Oflaoe  and  Post  Roads 

(c)  Pertaining  to  National  Finance,  Administration  and  Personnel 

Treasury 

(41)  Appropriations 
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Administration  and  Personnel 

(42)  Civil  Service  and  Retrenchment 

2.  In  the  House  of  Bepreientatwes 

(a)  Pertaining  to  National  Defense  and  Foreign  Belatums 

Army 

(  1  )  Military  Affairs 
Navy 

(  2  )  Naval  Affaire 
State 

(  3  )  Foreign  Aflfairs 

(  4  )  Insular  Afifairs 

(  5  )  Territories 

(b)  Pertaining  to  National  Welfare 

Justice 

(  6  )  Judiciary 
Social  Welfare 

(  7  )  Alcoholic  Liquor  Traffic 

(  8  )  Education 

(  9  )  Indian  Affaire 

(10)  Invalid  Pensions 

(11)  Pensions 

Labor 

(12)  Immigration  and  Naturalization 
(13) Labor 

Agriculture 

(14)  Irrigation  of  Arid  Lands  * 

(15)  Agriculture 
Commerce 

(16)  Banking  and  Currency 

(17)  Census 

(18)  Coinage,  Weights  and  Meaanrw 

(19)  Industrial  Arts  and  Expositions 

(20)  Interstate  and  Foreign  Commerce 

(21)  Merchant  Marine  and  Fisheries 

(22)  Mines  and  Mining* 

(23)  Patents 

(24)  Railways  and  Canals* 

(25)  Rivera  and  Harbore  * 

(26)  Roads* 

(27)  Water  Power* 
Public  Works 

(28)  Flood  Control  * 

(29)  Public  Buildings  and  Grounds  * 

(30)  Public  Lands  * 
Postal  Administration 

(31)  Post  Office  and  Post  Roads 
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(c)  Pertaining  to  Finance,  Administration  and  Personnel 
Treasury 

(32)  Appropriations 

(33)  Budget 

(34)  Ways  and  Means 
Administration  and  Personnel 

(35)  Beform  in  the  Civil  Service 

With  this  organization  for  apportioning  out  leadership  in 
matters  of  administration,  finance,  and  the  selection  of  per- 
sonnel among  seventy-seven  different  "  chairmen  ",  who  link 
up  with  and  hold  their  jobs  by  service  to  "  parties  "  outside  the 
government  that  live  on  patronage — just  think  what  a  fine 
chance  a  man  of  commanding  executive  ability  has  to  build 
up  an  eflScient  Department  of  Commerce.  Without  any  op- 
portunity to  appear  before  the  members  of  Congress  to  ex- 
plain and  defend  measures  which  he  may  think  necessary  to 
the  rendering  of  the  important  public  services  which  his  de- 
partment is  expected  to  administer,  he  must  work  in  the  dark 
with  one  or  another  of  29  different  chairmen  among  whom 
have  been  allotted  the  function  of  leadership. 

Now,  from  this  list  of  congressional  leaderships  in  matters 
of  finance  and  administration  let  us  turn  to  the  organization 
in  Congress  for  inquest,  criticism,  approval  or  disapproval  of 
executive  leadership — an  organization  which,  of  course,  has 
nothing  to  do  unless  the  executive  undertakes  to  do  some  inde- 
pendent leading. 

Organization  in  Congress  for  Inquest  of  the  AdminisIbation 

1.  Committees  in  the  Senate 

a.  Examine  the  several  Branches  of  the  Civil  Service 

b.  Erpenditures  in  the  Department  of  Agriculture 

c.  Expenditures  in  the  Department  of  Commerce 

d.  Expenditures  in  the  Department  of  Interior 

e.  Expenditures  in  the  Department  of  Justice 

f.  Expenditures  in  the  Department  of  Labor 

g.  Expenditures  in  the  Department  of  the  Navy 
h.  Expenditures  in  the  Department  of  Post  Office 
i.  Expenditures  in  the  Department  of  State 

j.  Expenditures  in  the  Department  of  Treasury 
k-  Expenditures  in  the  Department  of  War 


64      ^'--i  TIONAL  EXPENDITURES  AND  PUBLIC  ECONOMY    [Vol.  IX 

2.  Committees  in  the  House  of  Bej>rescjitaines 

a.  Expenditures  in  the  Department  of  Agriculture 

b.  Eipendituroa  in  the  Department  of  Commerce 
c  Expenditures  in  the  Department  of  Interior 

d.  Expenditures  in  the  Department  of  Justice 

e.  Expenditures  In  the  Department  of  Labor 

f.  Expenditures  in  the  Department  of  the  Navy 

g.  Expenditures  in  the  Department  of  Post  Office 
iu  Expenditures  in  the  Department  of  State 

i.  Expenditures  in  the  Department  of  Treasury 
j.  Expenditures  in  the  Department  of  "War 
k-  Expenditures  on  Public  Buildings 
L  Select  Committee  on  Expenditures  in  War  Department 

Below  are  the  other  committees  through  which  Congress 
functions — an  organization  which  addresses  itself  to  questions 
or  membership,  procedure  and  legislation,  as  distinguished  from 
leadership  in  matters  of  administration,  finance  and  service 
personnel : 

Organization  op  Congress  for  Handling  the  Boutinb  or  Legislation,  rro. 
L  Committees  in  the  Senate 

Audit  and  Control  the  Contingent  Expenses  of  the  Senate. 

Engraved  Bills 

EnroUed  Bills 

Printing 

Rules 

Disposition  of  Useless  Papers 

Claims 

Woman  Suffrage 

2.  Committees  in  the  House  of  Eepresentatives 
Accounts 
Mileage 
Enrolled  Bills 
Library 
Printing 

Revision  of  Laws 
Rules 

Dispositions  of  Useless  Papers 
Claims 
Elections 

Election  of  President,  Vice-President,  and 
Representatives  in  Congress 
Woman  Suffrage 

The  above  three  lists,  taken  from  a  copy  of  the  1920  Congres- 
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sional  Directory,  may  not  be  complete  or  up  to  date.  But  the 
picture  is  true,  in  that  it  shows  the  extent  to  which  Congress  has 
gone  to  preserve  to  itself  leadership  within  the  field  in  which 
the  executive  would  be  much  better  qualified  if  his  organization 
had  not  been  sabotaged.  The  point  here  made  is .-  that,  by  the 
act  of  taking  over  this  leadership.  Congress  has  unfitted  itself 
for  performing  the  constitutional  functions  that  a  representa- 
tive system  is  assumed  to  perform — to  serve  the  people  as  their 
agency  of  vigilance  and  prepare  the  way  for  the  "  electorate  " 
to  determine  whom  they  will  trust  and  follow  as  leaders — to 
be  the  medium  through  which  leadership  may  be  made  effi- 
cient by  reconciling  it  with  good-will. 

As  has  been  pointed  out,  the  only  organization  that  really 
functions  in  Congress  is  that  devoted  to  leadership  in  matters 
of  administration  and  finance.  In  these  committees  the  life  and 
purpose  of  the  government  centers — except  at  the  beginning 
of  an  administration  before  the  new  appointments  have  been 
made.  Before  the  administration  of  public  affairs  can  be  effi- 
ciently managed,  a  line  and  staff  organization  must  be  in- 
stituted in  the  executive  branch  that  links  up  the  motor  parts 
with  a  responsible  head.  At  present  the  **  chairmen "  of 
committees,  first  above  listed  (with  the  "party"  leaders  and 
caucus)  are  the  government  of  the  United  States.  Instead  of 
ours  being  a  government  which  provides  for  a  chief  executive 
responsible  to  the  people,  and  two  other  branches  which  under- 
take to  conserve  good  will  (the  one  political  and  the  other 
judicial),  we  have  an  irresponsible  leadership  made  up  of  the 
"  leading  "  and  "  ranking  "  members  of  the  forum  established 
to  make  executives  accountable  for  doing  what  they  have  re- 
fused to  permit  them  to  do,  and  which  Congress  has  insisted 
on  doing  itself.  When  adequate  provision  is  made  for 
executive  leadership  in  matters  of  finance  and  administration, 
the  first  list  of  Congressional  committees  will  die  of  atrophy. 

As  has  been  said,  the  second  group  of  committees,  above 
listed  (those  organized  for  inquest  of  the  administration) 
are  the  ones  adapted  to  performing  the  true  functions  of 
Congress.  At  present  they  do  not  function  except  when  the 
Cabinet  belongs  to  a  different  party  or  for  the  purpose  of 
maintaining  the  dominance  of  the  "  chairmen  "  in  their  leader- 
ships.    The  processes  of  inquest  in  both   groups  are  secret. 
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All  decisions  and  congressional  determinations  are  reached 
through  "  gentlemen's  agreements  "  between  the  "  chairmen  " 
or  between  them  and  the  President. 

The  third  group  of  committees  is  simply  the  machinery  for 
"  putting  over  "  the  arrangements  made  between  chairmen  (or 
between  chairmen  plus  party  leaders)  on  the  floor — an  arrange- 
ment for  getting  the  approvals  of  members  of  Congress  re- 
quired by  the  Constitution  for  making  their  acts  legal.  Instead 
of  the  representative  body  acting  as  an  open  forum  for  inquest 
into  the  acts  and  proposals  of  the  administration  and  for  the 
trial  of  questions  at  issue,  using  a  procedure  that  will  inform 
the  people,  the  whole  system  is  framed  up  to  defeat  this  end. 
This  is  said  without  imputing  to  any  member  a  motive  to  work 
secretly.  It  is  the  logical  and  necessary  outgrowth  of  a  pro- 
cedure developed  to  promote  leadership  in  matters  of  finance 
and  administration  by  members  of  an  inquisitorial  appropri- 
ating body.  It  is  an  interesting  fact  that  in  time  of  peace  Con- 
gress is  charged  by  the  public  with  the  resulting  inefficiency  and 
waste ;  and,  when  from  public  necessity  the  standing  committeee 
leadership  is  set  aside  in  time  of  war,  the  President  is  charged 
with  resulting  inefficiency  and  waste.  Then  this  war-time 
waste  is  made  the  evidence  used  to  reestablish  a  leadership 
that  the  "  chairman  "  had  to  part  with  to  keep  the  government 
from  being  overthrown  by  foreign  foes. 

If  it  be  assumed  it  is  desirable  to  reorganize  the  administra- 
tion in  such  manner  as  to  provide  for  executive  leadership,  and 
fix  responsibility  on  the  cabinet,  such  decision  must  carry  with 
it  the  question  as  to  what  changes  in  the  rules  of  Congress  are 
needed  to  make  this  possible;  or  i-n  case  Congress  refuses  to 
change  its  rules,  the  people  must  take  matters  in  their  own 
hands  and  force  it  by  constitutional  amendment  giving  to  the 
cabinet  the  privileges  of  the  fioor.  The  suggested  committee 
organization  which  follows  is  based  on  the  assumption  that  Con- 
gress will  be  willing  to  change  its  rules  and  provide  a  pro- 
cedure to  make  the  representative  appropriating  branch  of 
the  government  an  eflfective  agency  of  inquest  and  criticism 
of  the  administration.  That  is,  the  rules  governing  the 
"  committee  of  the  whole ",  the  organization  of  "  standing 
committees  ",  and  the  rules  governing  the  "  regular  meet- 
ings "  before  which  such  questions  come,  should  be  adapted 
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to  a  full  and  fair  trial  of  issues  of  political  and  social 
justice  raised  between  administration  leaders  and  their  critics. 
The  institutional  purpose  being  to  make  those  who  are  en- 
trusted with  the  exercise  of  powers  give  an  account  of  their 
stewardship,  as  a  means  of  making  efficient  administration  pos- 
sible without  the  danger  of  usurpation,  the  requirements  of 
public  policy  would  demand  that  precautions  should  be  taken 
to  have  decisions  based  on  evidence  and  a  full  public  hearing. 
In  other  words  there  is  the  same  need  for  definition  of  issues, 
and  for  trial  on  evidence  in  open  forum  as  in  a  court  of  law. 

The  further  assumptions  on  which  this  suggestion  is  based 
are  (i)  that  parties  (in  the  sense  of  intra-national  groups  of 
persons  who  are  single-minded  or  who  have  common  interests 
in  relation  to  questions  in  controversy) — that  parties  are 
necessary  and  desirable;  (2)  that  a  "division"  is  the  neces- 
sary result  of  the  adoption  of  any  procedure  of  justice  which 
calls  for  a  vote  "  yes  "  or  "  no "  on  a  single  well-defined 
issue,  at  a  time;  (3)  that  responsible  leadership  is  just  as 
necessary  to  inquest  and  the  trial  of  issues — is  just  as  necessary 
to  arriving  at  a  decision  by  a  constituent  or  representative 
group — as  it  is  for  effective  group  motorization  and  achieve- 
ment; (4)  that  for  the  determination  of  any  controversy  aris- 
ing over  a  question  of  group  justice  there  must  be  a  proponent 
and  an  opponent  leadership — the  one  seeking  or  defending  an 
action  or  proposal  for  action,  the  other  seeking  a  judgment  or 
vote  against  it;  (5)  that  organization  for  inquest  and  dis- 
cussion before  a  deliberative  or  constituent  body,  therefore, 
should  be  around,  and  the  procedure  should  provide  for,  these 
two  kinds  of,  leadership — those  who  are  for  and  those  who  are 
against  the  motion  or  petition;  (6)  that  for  trial  of  questions 
arising  out  of  executive  leadership  the  procedure  should  admit 
this  leadership  to  the  forum  and  provide  an  effective  means  for 
carrying  the  cause  through  the  various  steps  to  a  final  deter- 
mination before  the  voters  if  need  be  without  confusion  of 
issues  or  responsibility. 

With  these  several  hypotheses  in  mind,  it  is  suggested  that 
organization  for  leadership  within  Congress,  having  to  do  with 
questions  of  administration  and  finance,  should  be  on  the  fol- 
lowing lines:  There  should  be  uni-partisan  organization  in 
Congress  for  leadership  at  the  trial — i.  e.  whenever  and  where- 
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ever  Congress  undertakes  to  define  issues  joined,  adduce  facts 
supporting  the  contentions  of  parties,  or  hear  argument. 

1.  There  should  be  a  centrally  controlled  pro-administra- 
Hon  Icadershij),  selected  by  the  executive,  that  would 

have  the  standing  of  an  attorney  or  attorneys  for  the 
administration  before  the  bar  of  the  House  or  Senate. 

2.  There  should  be  a  recognized  opposition  leadership — 
a  recognized  leadership  opposed  to  the  policy  and  pro- 
gram of  the  executive — chosen  by  the  critical-minded 
members  to  bring  out  the  facts  and  arguments  on  that 
side  of  the  case;  and  when  so  chosen  the  opposition 
leader,  whether  a  member  of  the  house  or  not,  should 
have  the  privileges  of  the  floor  just  as  attorneys  do 
in  cases  of  contested  elections. 

3.  There  should  be  two  kinds  of  committees — as  at  present 
— but  organized  on  uni-partisan  lines,  each  to  assist 
the  leaders.  By  reason  of  the  fact  that  the  adminis- 
tration would  have  adequate  staff  facilities  to  prepare 
its  briefs-on-the-facts  its  membership  committees  would 
be  for  the  purpose  of  determining  party  policy  and  man- 
aging its  interests  among  the  membership  friendly  to 
the  administration.  But  by  reason  of  the  fact  that  the 
opposition  leadership  would  have  no  staff  in  the  ad- 
ministration, its  standing  committees  should  have 
powers  of  inquest  similar  to  those  given  to  the  present 
"committees  on  expenditures" — in  other  words  the 
critisal  standing  committees  should  be  of  the  opposi- 
tion, to  assist  the  opposition  leaders  to  prepare  its  cases 
against  the  administration. 

4.  The  only  need  there  would  be  for  bi-partisan,  or  multi- 
partisan  committees,  would  be  to  report  on  matters  of 
procedure,  and  to  prepare  for  the  consideration  of 
matters  which  do  not  involve  issues  or  excite  con- 
troversies over  questions  of  finance  and  administration. 

This  would  mean  that  every  issue  or  question  to  be  discussed 
and  voted  on  involving  a  question  of  finance  and  administration 
would  be  tried  before  the  whole  membership  by  representatives 
of  parties — a  pro-adntinistrativc  party  leadership  on  the  one 
side  and  an  opposition  party  on  the  other — each  of  which  would 
be  given  all  the  facilities  for  preparing  its  cases  in  advance; 
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and  the  whole  membership  would  have  the  benefit  of  a  trial 
procedure  which  would  give  to  each  contestant  a  right  to  ad- 
duce evidence,  to  each  the  right  of  cross  examination,  to  each 
full  opportunity  to  be  heard  in  public  session  before  vote  is 
taken. 

To  make  this  suggestion  concrete:  Let  us  suppose  that  the 
passing  of  the  annual  budget  (prepared  and  submitted  by  the 
President)  were  the  question  before  Congress.  In  the  pre- 
paration of  the  budget  all  the  "  line  "  and  "  staff  "  faculties  of 
the  administration  would  be  used.  First  the  line  and  staff 
aids  to  each  bureau  head  would  have  been  employed,  under 
the  direction  of  the  heads  of  line  and  staff  of  the 
department;  then  they  would  have  had  their  results  con- 
sidered and  focused  through  group  heads  in  the  "  National 
Defense  Council  "  on  the  one  hand  (preparing  a  military  pro- 
gram),  and  in  the  "National  Welfare  Council"  on  the  other  hand 
in  (preparing  a  national  conservation  and  public  service  pro- 
gram). Thus  in  each  department  the  executive  would  have 
made  the  proposals  coming  from  his  departmental  council 
his  own,  before  bringing  them  to  the  higher  "  Council ", 
where  they  would  be  reviewed  by  the  President  and  his 
advisers.  Then  the  expenditure  program  as  a  whole  would 
be  considered  in  relation  to  revenues,  by  the  President  and  the 
full  cabinet,  and  the  several  programs  ("Defense",  "Wel- 
fare ",  "Administration  and  Finance  ")  would  be  revised.  As 
a  matter  of  fact,  with  a  well-coordinated  system  of  administra- 
tion, the  detail  programs  of  a  budget  would  be  constantly  in 
process  of  making  and  under  review  all  the  year  around — 
every  decision  made  or  to  be  made  would  have  reference  to 
a  conscious  plan.  But  once  a  year  the  several  programs  would 
be  taken  up  as  a  "  platform  "  of  the  administration  which  the 
cabinet  would  stand  on  when  asking  for  support  before  Con- 
gress. And  this  would  be  brought  before  Congress  in  form 
for  consideration  of  the  whole  membership  at  the  beginning  of 
the  session.  The  only  need  that  Congress  would  have  for 
organization  would  be  to  make  sure  that  the  case  of  the  admin- 
istration be  fairly  and  fully  presented  and  explained,  and  that 
opportunity  be  given  to  the  opposition  to  bring  out  every  fact 
and  argument  that  would  aid  members  to  vote  intelligently  as 
the  jury;  and  that  this  be  done  in  such  a  way  that  the  people 
could  listen  in. 
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In  order  that  issues  may  be  intelligently  raised  and  the 
relevant  facts  may  be  put  in  evidence  by  the  administration, 
and  by  the  opposition,  equal  opportunity  must  be  given  to  the 
opposition  to  ask  questions  and  to  make  independent  inquiries 
into  the  acts  and  proposals  of  the  administration.  This  would 
mean  several  things  :  ( i )  it  would  mean  that  the  several  criti- 
cal or  investigating  committees  of  Congress  (such  as  the  present 
"  committees  on  expenditures  ")  should  be  selected  and  con- 
trolled by  leaders  or  representatives  of  the  critical-minded 
members  (those  who  are  questioning  the  acts  and  proposals  of 
the  administration  on  grounds  of  public  policy) — and  not,  as  at 
present,  selected  and  controlled  by  "  chairmen  "  as  reward  for 
service  to  the  party  supporting  the  administration.  The  purpose 
should  be  to  provide  the  machinery  in  Congress  for  the  exercise 
of  "  eternal  vigilance";  (2)  it  would  mean  that  the  partisan 
leadership,  having  charge  of  the  trial  of  the  administration 
and  tlie  committees  at  work  obtaining  evidence  of  a  critical 
character  when  the  cabinet  appear  for  the  purpose  of  giving 
their  account  of  stewardship  and  of  asking  for  further  support 
should  have  the  benefit  of  preparation  while  Congress  was  not 
in  session.  The  "  departmental  "  committees  on  expenditures 
should  be  "  recess  "  committees — i.  e.^  they  should  have  access 
to  records;  these  committees  and  the  opposition  leaders  should 
have  the  right  of  inquest  to  prepare  their  case  against  the  ad- 
ministration before  the  assembling  of  Congress,  it  being  under- 
stood that  such  inquiries  would  be  conducted,  not  in  the  news- 
papers, but  as  attorneys  prepare  their  cases  before  going  into 
court.^ 

Then  the  budget,  when  submitted,  would  be  the  first  plead- 
ing in  a  proceeding  before  Congress,  instituted  by  the  admin- 
istration. This  would  be  followed  by  motions  of  the  opposi- 
tion for  further  particulars  and  by  interpellation  of  members  of 
the  cabinet.  After  sufficient  time  had  elapsed,  let  us  say  three 
or  four  weeks  given  to  further  preparation  on  each  side,  then 
the  trial  could  well  begin.  For  this  purpose  the  two  houses 
could  meet  in  joint  session,  or  singly.  The  hearing  could  be  had 
first  on  broad  lines  for  the  consideration  of  questions  of  general 
policy;  then  in  detail.      But  all  the  data  now  adduced  in  stand- 

»  This  u  the  place  for  socrocj — not  aa  at  present  when  and  where  the 
trial  actually  takes  place. 
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ing  committees  could  be  brought  out  before  the  whole  Congress 
and  in  the  first  few  weeks  of  the  sessions.  Thus  the  trial 
would  bring  the  whole  governmental  program  into  the 
open.  The  budget  hearing  would  take  on  the  aspect  of  a 
great  national  drama — a  contest  between  great  national  leaders. 
This  at  least  would  give  us  publicity ;  at  most  we  would  have 
a  "  two-ring  circus  ". 

This  is  the  alternative.  The  main  business  of  the  Senate  and 
House  each  year  would  relate  to  one  or  another  of  three  pro- 
grams— "  defense  ",  "  welfare  ",  and  "  finance  ".  And  instead 
of  having  seventy-seven  legislative  milis  going  all  at  once,  each 
with  its  own  hopper  and  sets  of  rolls,  and  these  without  a  rumble 
in  separate  sound-proof  committee-rooms,  the  people  could 
know,  and  the  members  who  are  called  in  to  vote  could  know, 
what  was  going  into  the  hopper,  and  what  was  coming  out; 
and  the  electorate  could  locate  responsibility  for  results  when 
things  went  wrong. 


Conclusion 

The  aim  of  this  memorandum  is  not  to  submit  or  suggest  a 
specific  plan  for  reorganization,  but  to  raise  question  as  to 
whether  we  really  want  efficient  and  economic  government.  If 
we  do  want  efficiency,  then  as  a  matter  of  every-day  common- 
sense  we  know  that  the  first  thing  to  do  is  to  provide  for  strong 
executive  leadership  and  for  getting  rid  of  a  leadership  which 
can  not  be  trusted.  As  a  matter  of  historic  reflection,  we  know 
that  no  executive  can  be  strong  without  the  good  will  of  the 
people,  which  in  a  democracy  must  come  through  the  develop- 
ment of  a  procedure  in  the  representative  branch  that  is  com- 
petent to  enforce  accountability.  Without  this  the  people  will 
not  stand  back  of  any  kind  of  leadership.  An  ineff"ective  leader- 
ship may  be  maintained  by  methods  that  give  the  people  only 
a  choice  between  evils.  But  those  who  are  interested  in  the 
maintenance  of  our  institutions  must  be  vitally  concerned  to 
have  established  a  procedure  which  makes  for  good  will.  When 
elections  are  merely  pretenses  and  opportunity  is  not  given 
to  choose  between  real  leaders  who  stand  for  something  con- 
structive we  may  well  be  apprehensive. 
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The  Present  Feeling  of  Unrest 

Nor  is  there  any  uncertainty  about  the  conclusion  that  popu- 
lar disquietude,  suspicion,  ill-will  has  been  growing  and  to  such 
an  extent  that  it  has  already  become  one  of  the  most  serious 
menaces  to  our  republican  institutional  foundations.  If  in 
planning  for  efiiciency  we  make  the  assumption  that  effective 
cooperation  must  be  based  on  good-will  motorized  through 
leadership,  then  we  have  something  more  to  do  than  is  sug- 
gested by  the  "  Proposal  "  of  the  National  Budget  Committee. 
We  must  do  something  more  than  re-align  a  few  bureaus. 

Irresponsibility  and  secrecy  in  government,  the  things  of 
which  the  people  complain,  is  not  to  be  cured  by  bringing  the 
head  of  the  Senate  into  the  Cabinet,  and  turning  over  to  a 
"  super-committee  ",  composed  of  the  "  leaders  "  in  the  House, 
the  power  to  make  the  budget.  These  changes  may  make  irre- 
sponsible and  secret  government  more  orderly.  They  may  make 
it  easier  to  operate.  But  government  is  still  irresponsible  and 
secret.  These  are  methods  of  secrecy  and  must  in  the  end 
provoke  ill  will.  They  hold  out  a  measure  of  hope,  however; 
for  the  path  of  progress  in  human  experimentation  has  been 
marked  by  misadventure.  The  way  to  human  wisdom  in 
institutional  building  has  been  the  thorny  road  traveled 
through  generations  spent  in  finding  out  what  not  to  do. 
Failure  comes  only  to  those  peoples  who  cannot  learn. 

While  a  hundred  and  forty  years  of  waste  and  inefficiency 
is  a  history  that  at  first  may  invite  discouragement,  the  hope- 
ful thing  about  it  is  that  during  the  last  few  years  for  the  first 
time  we  as  a  nation  have  felt  the  need  for  public  service 
enough  to  be  interested  in  its  eflficiency ;  and  for  the  first  time 
we  are  now  beginning  to  grasp  the  importance  of  the  two 
essentials  of  efficiency  —  leadership  and  popular  good-will. 
When  these  essentials  are  clearly  seen  by  the  people  themselves 
there  will  be  no  uncertainty  about  their  demand  for  institu- 
tional changes  adapted  to  securing  both. 

Possibilities  of  Able  and  Responsible  Leadership  zrithout 
Constitutional  Change 

Had  not  the  interests  of  the  political  leaderships  in  Congress 
prevailed  against  Washington  and  Hamilton  (and  for  that  mat- 
ter, against  the  exhortation  of  Madison  in  the  Constitutional 
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Convention  to  beware  of  representative  autocracy)^ — had  not 
the  "  standing  committee  system  "  prevailed  (which  it  could 
not  have  done  if  the  Cabinet  had  been  permitted  to  have  the 
privileges  of  the  floor)  we  would  doubtless  have  developed 
something  very  like  the  French  Parliamentary  system  here. 
Under  the  Constitution,  we  would  have  had  a  President  with 
a  fixed  tenure  as  the  personification  of  the  sovereignty  of  the 
people;  a  Cabinet  appointed  by  the  President  as  the  responsible 
heads  of  the  several  departments  of  the  motor  organizations 
of  the  government;  the  Congress  in  a  position  to  enforce  ac- 
countability and  responsibility  for  leadership  through  control 
over  the  purse  and  inquest  of  the  administration ;  the  Cabinet 
forced  to  resign  whenever  one  or  more  were  unable  to  obtain 
or  retain  the  support  of  a  majority  of  both  branches  of  the 
representative  body.  We  probably  would  have  done  better 
than  the  French  have  been  able  to  do,  because  we  had  no 
"  monarchist "  party,  and  no  international  necessities  which 
would  have  brought  into  being  a  Napoleon;  therefore,  there 
would  have  been  no  background  for  the  development  of  such 
a  device  as  the  French  "  commission  "  chosen  by  lot,  one  mem- 
ber from  the  representatives  of  each  district  (state)  to  whom 
would  be  entrusted  the  preparation  of  the  national  program  or 
programs  as  intermediate  between  the  Cabinet  and  the  appro- 
priating body — and  the  effect  of  which  in  France  has  been  to 
break  up  the  two  party  system  and  destroy  solidarity  of 
Cabinet  responsibility.  We  would  probably  have  first  developed 
a  system  by  which  the  President  would  have  been  permitted 
to  keep  in  the  Cabinet  only  men  whom  a  majority  of  Congress 
would  follow;  and  we  would  have  had  an  executive  leadership 
that  would  have  been  constantly  before  the  country.  In  that 
case  we  would  have  had  an  executive  who  would  have  been 
looked  to  for  leadership;  and  the  people  would  have  supported 
his  demand  for  a  procedure  in  the  representative  body  by 
which  he  would  have  been  given  a  chance  to  meet  his  critics 
face  to  face.  This  way  is  still  open  without  change  of  a  word 
of  the  Constitution.  It  would  require  only  the  change  of  the 
"  rules  ".  But  there  is  the  rub.  Back  of  the  rules,  as  they 
have  been  developed,  is  a  century  and  a  half  of  alignments  and 
group  habits,  by  which  the  motor-minded  have  adapted  their 
plans  and  their  leaderships  to  an  irresponsible  invisible  "  gov- 
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ernmcnt-by-chairmen-of-standing-committces  ".  Before  the 
rules  can  be  changed,  public  opinion  must  become  so  thoroughly 
convinced  and  "  the  people  "  so  militant  that  it  might  be  a 
safer  and  easier  procedure  to  call  a  convention,  and  write  a 
procedure  into  the  Constitution  than  to  change  the  rules.  But 
if  public  opinion  can  be  brought  to  demand  a  change  in  rules 
giving  to  the  cabinet  the  privilege  of  the  floor,  decision  as  to 
what  kind  of  further  adjustment  is  needed  would  follow  natur- 
ally from  experience. 

What  questions  would  follow  may  be  briefly  stated:  ( l)  We 
can  have  a  responsible  cabinet  simply  by  change  of  the  rules. 
In  that  case  the  head  of  the  cabinet  must  be  prime  minister  .so 
long  as  the  President  has  a  fixed  term.  Our  President  would 
impersonate  the  dignity  and  sovereignty  of  the  people;  he 
would  be  responsible  for  the  conduct  of  elections  and  appoint- 
ments and  the  maintenance  of  the  quality  and  efficiency'  of  the 
personnel  of  the  permanent  or  continuing  civil  service  and  for 
the  appointment  of  a  prime  minister  and  Cabinet  who  would  be 
held  accountable  for  leadership  in  planning  and  the  execution 
of  plans — an  arrangement  fully  provided  for  by  our  present 
Constitution,  assuming  that  Congress  might  adjust  its  rules  and 
procedure  to  this  form  of  organization  for  reconciling  efficiency 
and  good  will;  (2)  we  can  make  the  President  our  prime  min- 
ister, responsible  for  the  political  leadership,  instead  of  re- 
garding him  as  a  person  chosen  to  represent  national  sovereignty. 
Thus  we  would  elect  our  business  manager  or  prime  minister, 
but  this  would  require  a  change  in  the  constitution  to  provide 
for  a  new  election  in  case  of  a  deadlock;  (3)  in  either  case 
whether  the  President  is  to  be  regarded  as  prime  minister  or  as 
the  organ  of  sovereignty  charged  with  the  administration  of 
election  and  appointing  machiner\'  and  the  protection  of  the 
integrity  of  the  institutions  established  by  the  people — whether 
the  one  or  the  other — we  still  have  before  us  the  problem  of  a 
procedure  which  makes  for  publicity  in  order  that  the  principle 
of  popular  sovereignity  be  made  effective.  But  having  pro- 
vided for  publicity  through  open-forum  inquest  of  the  adminis- 
tration, leadership  is  bound  to  assert  itself. 

If  public  opinion  can  be  brought  to  the  point  of  forcing 
Congress  to  change  its  rules,  this  would  seem  to  be  the  normal 
and  eflfcctivc  way,  for  after  all   institutions,  like  other  things 
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that  have  life,  must  grow.  And  if  public  opinion  cannot  be 
brought  to  this  point  it  would  make  no  difference  what  was 
written  into  the  Constitution.  The  old  system  and  life  would 
go  on  just  the  same.  Of  one  thing  we  may  feel  assured :  that  a 
change  of  rules  in  a  manner  to  give  publicity  to  acts  of  govern- 
ment through  giving  to  the  executive  the  powers  as  well  as 
responsibilities  for  leadership  in  open  forum,  could  not  do  harm 
— even  though  no  provisions  were  made  either  for  the  retire- 
ment of  a  discredited  cabinet  or  for  appeal  to  the  electorate  in 
case  of  a  deadlock. 

VI 
Reply  to  Criticisms  by  Mr.  Taft  ^ 

Exception  is  taken  to  certain  points  made  by  President  Taft  with 
a  feeling  of  very  great  respect  for  his  superior  wisdom — with  a  feel- 
ing of  even  greater  gratitude  and  deference  to  him  as  the  outstanding 
leader  in  the  dramatization  of  the  need  of  administrative  reorganiza- 
tion and  budget  reform  before  the  country.  His  is  the  one  great 
name  associated  with  the  campaign  of  education  that  has  been  going 
on  since  1910.  Against  the  opposition  of  Congress,  the  budget  idea, 
of  which  Mr.  Taft  became  the  advocate,  has  found  expression  in 
resolutions  and  platforms  of  political  parties;  a  budget  procedure 
became  the  subject  of  legislative  action  in  forty-six  of  the  forty- 
eight  states;  and  finally  it  caused  those  who  opposed  it  on  Capitol 
Hill  to  run  up  a  white  flag.  This  is  a  great  accomplishment,  -  for 
-which  the  chief  credit  is  due  to  President  Taft. 

Discussing  the  proposed  changes  in  rules  of  Congress,  President 
Taft  has  commended  my  idealism ;  at  the  same  time  he  questions 
the  legal  soundness  and  practicability  of  my  "  theories  of  govern- 
ment ".  I  listened  with  very  great  interest  to  what  he  had  to  say, 
in  order  that  I  might  further  benefit  from  his  counsel  and  advice. 
It  gave  me  renewed  confidence  to  note  that  he  agrees  with  me  both 
as  to  the  legality  and  practicability  of  my  main  contentions.  His 
•criticism  is  directed  to  three  points :  ( 1 )  that  I  am  standing  for  the 
British  parliamentary  system ;  ( 2 )  that  I  am  asking  Congress  to 
tear  down  their  standing  committee  system;  (3)  that  I  would  destroy 
the  independence  of  the  two  political  branches  of  the  government — 
the  executive  and  Congress."  These  are  assumptions  I  wish  to  cor- 
rect— not  alone  because  I  have  left  such  an  impression  in  the  mind 
of  President  Taft,  but  also  because  like  impressions  seem  to  have 

1  See  infra,  p.  90. 
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been  made  on  the  minds  of  other  writers  and  public  speakers  who 
have  done  me  the  honor  to  discuss  my  position. 

What  I  am  urging  is  no  more  British  than  it  is  French,  or  Swiss, 
or  Czecho-Slovak,  or  Finnish.  What  I  am  urging  is  that  we  as  a 
nation  in  our  search  for  the  institutional  means  of  making  the  gov- 
ernment serviceable  to  democracy  benefit  from  the  e.xperience  of 
others — and  especially  that  we  take  note  of  the  devices  which  have 
been  found  effective  for  making  the  representative  branch  an  instru- 
ment of  popular  control — effective  as  an  institutional  means  of  en- 
abling the  popular  electorate  to  act  as  final  arbiter  of  questions  of 
leadership  and  public  policy.  The  principle  that  I  have  enlarged  on 
is  the  principle  of  the  town-meeting — an  organization  and  procedure 
in  a  representative  system  which  would  require  those  who  are  en- 
trusted with  leadership  in  public  service  to  stand  up  before  the  voters 
and  give  an  account  of  their  stewardship ;  not  alone  this  but  also 
e.xplain  in  advance  and  defend  the  plans  or  program  for  which  they 
are  asking  for  continued  support.  The  only  reason  that  the  town- 
meeting  cannot  be  used  is,  that  40,000,000  voters  cannot  sit  together 
in  conference.  It  therefore  becomes  necessary  to  select  representa- 
tives to  act  for  them.  But  having  done  this,  they  must  insist  on  a 
procedure  which  will  enable  the  40,000,000  voters  to  "  listen  in  " 
and  on  appeal  have  the  final  say — otherwise  the  representative  system 
becomes  an  oligarchy ;  representative  government  fails  to  serve  the 
ends  of  democracy.  Now  this  proposition  is  simple  enough,  isn't  it? 
And  it  is  not  to  be  thought  of  as  a  new  or  strange  theory  evolved  by 
an  academician.  To  put  it  another  way:  It  is  no  more  revolutionary 
or  reactionary,  no  less  American  than  the  jury  system.  There  was  a 
time  in  Central  Europe  and  in  England  when  all  the  voters  of  small 
democratic  communities  came  to  sit  as  a  court  of  justice.  When 
these  communities  became  too  numerous  and  widely  scattered,  repre- 
sentatives were  chosen  to  sit  as  a  jury  for  the  people,  to  hear  cases 
and  voice  the  common  sense  of  the  community  as  to  what  was  just 
and  desirable.  And  in  order  to  make  the  decisions  of  these  repre- 
seMtatives  acceptable  to  the  people,  a  procedure  was  adopted  which 
required,  among  other  things:  that  the  issues  to  be  decided  be  clearly 
stated  in  such  form  that  a  conclusion  could  be  reached  by  a  "  yes  " 
or  "  no  "  vote  ;  that  the  petitioner  or  defendant  should  be  permitted 
to  come  into  the  court  before  the  whole  jury  and  explain  or  defend 
his  acts  or  proposals  ;  that  the  issues  be  tried  on  evidence  and  not 
on  "  hearsay  "  ;  that  he  be  permitted  to  meet  his  critics  or  adversaries 
face  to  face ;  that  he  have  the  benefit  of  counsel ;  and  that  the  whole 
trial  be  conducted  publicly  so  that  the  news-gatherers  could  listen  in, 
and  not  in  "  star  cliambcr  "  ;  and  finally  that  an  appeal  might  be 
taken  to  a  higher  court  on  the  evidence  and  arguments  presented  to 
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the  jury.  What  I  have  been  urging  is  that  a  procedure  which  con- 
serves these  fundamental  principles  be  developed  in  Congress — the 
representative  branch  of  the  government  established  by  our  Consti- 
tution for  the  trial  of  questipns  of  public  trusteeship  and  for  the 
determination  of  issues  of  political  and  social  justice.  It  is  my  firm 
belief  that  until  such  a  procedure  is  developed  neither  the  executive 
branch  nor  the  representative  branch  of  the  government  may  expect 
to  enjoy  the  confidence  of  the  people — in  support  of  which  position 
may  I  quote,  not  from  the  tomes  of  "  theorists  "  but  from  the  report 
of  the  only  committee  ever  appointed  by  Congress  for  the  considera- 
tion of  the  desirability  of  admitting  the  members  of  the  cabinet  to 
the  privilege  of  the  floor  when  questions  of  finance  and  administration 
are  discussed : 

Would  it  not  be  better  that  their  opinions  [the  opinions  of 
heads  of  departments]  should  be  expressed,  their  facts  stated, 
their  policy  enforced,  their  acts  defended  in  open-day  on  the 
floor  of  the  House,  in  the  face  of  the  nation,  in  public  speech,  in 
official,  recorded  statement,  where  there  can  be  no  hidden  pur- 
p>ose,  no  misconception,  no  misrepresentation? 

This  would  enlighten  the  House,  inform  the  country,  and  be 
just  to  the  officer.  It  would  substitute  a  legitimate  for  an  ille- 
gitimate power.  It  would  establish  an  open,  official,  honorable 
mode  of  exercising  that  power  instead  of  a  secret  unrecognized 
mode,  liable  to  abuse,  and  therefore  always  subject  to  the  sus- 
picion that  it  has  been  abused.  (Report  of  Senate  Select  Com- 
mittee, Privilege  of  the  Floor  to  Cabinet  Officers,  1913,  63rd 
Cong.,  Special  Sess.,  Sen.  Doc.  No.  4,  p.  19.) 

This  doesn't  sound  "theoretical",  does  it?  Isn't  that  just  plain 
common  sense,  recognized  as  such  not  alone  by  these  other  countries 
that  have  been  developing  a  representative  system,  but  by  every 
business  corporation  in  the  land?  To  make  quite  clear  my  position, 
may  it  be  recalled  that  at  the  time  our  Constitution  was  adopted  such 
a  parliamentary  procedure  had  not  been  worked  out.  We  were  the 
pioneers  in  establishing  a  federal  representative  forum — an  institu- 
tional plan  for  making  the  principles  of  the  town  meeting  effective 
in  a  large  way.  And  after  the  Constitution  was  adopted,  Congress 
refused  to  play  this  role.  When  Washington  requested  a  hearing 
through  Hamilton,  congressional  leaders  refused  to  make  our  repre- 
sentative body  a  jury  of  the  people.  But  when  we  look  to  the  repre- 
sentative bodies  of  the  nations  which  followed  later  in  their  consti- 
tutional development,  we  find  they  have  done  much.  I  am  urging 
that  we  draw  on  this  experience  in  so  far  as  it  may  be  useful,  in 
adapting  our  constitutional  system  to  the  needs  of  a  great  democratic 
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people  whose  institutional  foundations  must  be  the  good  will,  the 
intelligently  guided  opinion  of  our  40,000,000  voters. 

W'itli  respect  to  the  second  point — I  have  not  urged  that  Congress 
tear  down  its  committee  system  (built  up  to  further  their  own  leader- 
ship), but  that  it  provide  an  organization  and  procedure  for  the 
trial  of  causes  involving  questions  of  finance  and  administration 
and  of  persons  to  be  held  responsible  for  plaiming.  This  will  mean 
the  development  of  a  committee  system,  which  can  function  as 
aid  to  a  fair  trial  of  the  administration.  It  will  mean  that  instead 
of  "  gag  rule  "  being  applied  to  the  opposition,  the  critical  commit- 
tees shall  be  the  servants  of  the  people  to  bring  out  the  case  against 
the  administration ;  that  the  critical  committees  shall  be  built  up 
aiound  the  leaders  of  the  opposition,  who  will  act  as  inquisitors  in 
open  forum.  It  therefore  means  that  a  very  large  number  of  the 
committees,  some  seventy-odd  of  them,  as  Congress  is  now  organized 
to  promote  legislative  leadership  in  these  matters,  will  die  of  atrophy, 
when  such  a  trial  procedure  is  adopted. 

With  respect  to  the  third  point,  that  I  would  destroy  the  inde- 
pendence of  the  two  political  branches  of  the  government,  I  am 
aware  that  the  conclusion  of  President  Taft  has  back  of  it  an  inter- 
pretation that  runs  through  our  legal  and  political  literature  to  the 
first  administration — an  interpretation  which  assumes  that  it  is  an 
essential  quality  of  our  constitutional  plan  to  keep  the  cabinet  off 
the  floor  when  Congress  is  in  session  for  the  transaction  of  business. 
But  I  believe  that  this  interpretation  grew  out  of  a  fight  for  leader- 
ship in  which  an  appeal  was  made  to  prejudice  for  support  of  an 
unwarranted  use  of  power  on  the  part  of  Congress,  the  effect  of 
which  hajs  been  to  destroy  the  very  indep>endence  which  it  was  the 
aim  of  the  Constitution  to  establish.  While  the  version  accepted  by 
President  Taft  has  been  continuously  offered  by  members  of  Con- 
gress as  a  reason  for  building  up  the  practices  which  have  obtained, 
the  cogency  of  this  rea.soning  is  questioned  by  the  only  congressmen 
who  are  on  record  as  having  given  considerable  study  to  the  subject — 
the  Senate  select  committee  to  which  this  matter  was  referred.  In 
support  of  its  findings,  these  men,  who  went  into  the  whole  question 
of  constitutionality  very  thoroughly,  had  this  to  say : 

Your  committee  is  not  unmindful  of  the  maxim  that  in  a 
constitutional  government  the  great  powers  are  divided  into 
legislative,  executive,  and  judicial,  and  that  they  should  be  con- 
ferred upon  distinct  departments.  These  departments  should  be 
defined  and  maintained,  and  it  is  a  sufficiently  accurate  expres- 
sion to  say  that  they  should  be  independent  of  each  other.  But 
this  independence  in  no  just  or  practical  sense  means  an  entire 
separation,  either  in  their  organization  or  their  functions — isola- 
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tion,  either  in  the  scope  or  the  exercise  of  their  powers.  Such  in- 
dependence or  isolation  would  produce  either  conflict  or  paralysis, 
either  inevitable  collision  or  inaction,  and  either  the  one  or  the 
other  would  be  in  derogation  of  the  efficiency  of  the  government. 
Such  independence  of  coequal  and  coordinate  departments  has 
never  existed  in  any  civilized  government,  and  never  can  exist. 
...  If  there  is  anything  perfectly  plain  in  the  Constitution 
and  organization  of  the  government  of  the  United  States,  it  is 
that  the  great  departments  were  not  intended  to  be  independent 
and  isolated  in  the  strict  meaning  of  these  terms. ^ 

The  point  that  I  am  making  is  that  the  result  of  the  time-honored 
interpretation  is  and  has  been  to  produce  conflict  and  paxalysis  be- 
tween the  two  branches  which  would  have  been  deadening  but  for 
the  fact  that  an  irresponsible  secret  leadership,  exercised  largely  out- 
side the  government,  has  grown  up  and  become  the  dominant  power — 
a  leadership  which  has  been  invisible,  which  could  not  be  held  ac- 
countable, and  which  has  been  able  to  perpetuate  itself  because  the 
people  have  been  deprived  of  the  benefit  of  the  publicity  of  an  open 
forum  procedure  for  inquiry  into  questions  of  political  justice.  It 
would  be  just  as  logical  to  say  that  it  destroys  the  independence  of 
action  of  citizens  to  require  them  to  come  into  court  in  order  that 
their  controversies  might  be  settled  by  a  jury  after  full  and  fair  trial, 
as  it  is  to  say  that  it  destroys  the  independence  of  the  executive  to 
require  the  heads  of  departments  to  come  openly  before  congress  to 
give  an  account  of  their  action  and  explain  their  requests  for  sup- 
port. It  would  be  just  as  logical  to  say  it  destroys  the  independence 
of  the  courts  to  abolish  "  star  chamber  "  proceedings  and  provide  for 
leadership  in  trials  by  attorneys  for  the  parties  litigant,  as  it  is  to 
say  that  the  independence  of  Congress  would  be  destroyed  by  look- 
ing to  the  cabinet  for  leadership  in  matters  of  finance  and  admin- 
istration. 

To  conclude  on  this  point — my  thought  is  that  what  the  American 
f>eople  are  interested  in,  after  a  century  and  a  half  of  miscarriages 
of  political  and  social  justice,  inefficiency  and  waste,  is  not  a  consti- 
tutional theory  which  will  continue  to  support  boss-rule  and  invisible 
government  but  a  working  relation  which  (while  guaranteeing  the 
indef)endence  both  of  their  executive  trustees  and  Congress  as  the 
political  court  before  whom  they  must  come  to  give  an  account)  will 
enable  our  40,000,000  voters  to  know  whom  they  may  trust  and 
follow — a  procedure  which  will  make  Congress  a  vicarious  national 
town-meeting.  The  procedures  suggested  are  based  on  a  conviction 
that  this  is  the  real  constitutional  purpose  of  our  representative 
system. 

1  See  Report,  pp.  6-8,  63d  Cong.  Special  Sess.  Sen.  Doc.  4. 
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APPENDIX 


OUTLINE SHOWING   A    SUGGESTED   REARRANGEMENT   OF    OFFICES    AND 

SERVICES  OF  THE   FEDERAL  GOVERNMENT 


To  oiemplifj  the  principles  set  forth  in  the  "Alternative  Plan"  discoased 
abo\io  (see  pages  47  to  58,  inclusive)  i 


I.  Overhead  Organization  to  Provide  for  Intelligent  and  Effective  Executive 
Direction  and  Control  over  Matters  of  Finance,  Administration,  and 
Personnel 

The  President 

Secretary  to  the  President — general,  political,  and  legislative  assistant 
Assistant  Secretary  (Secretary  of  the  National  Defense  Council) 
Assistant  Secretary  (Secretary  of  the  National  Welfare  Council) 
Assistant  Secretary  (Secretary  of  the  Administration  Council) 
Executive  OflBce  Secretary — in  charge  of  the  clerical  force  and  office 
routine 

(The  Cabinet) 

(The  Administration  Council) — The  President's  Assistant  — 
Secretary  of  the  Administration  Council;  Secretary  of 
the  Treasury;  Secretary  of  Administration;  with  such 
others  as  are  designated  by  the  President) 

(The  National  Defense  Council — see  below) 

(The  National  Welfare  Council — sec  below) 

The  "VVTiite  House 

Executive  Offices 

The  Mansion 

Executive  Transportation  Service 

J  Light-face  Roman  typo — used  to  indicate  offic«e  or  servioefl  that  would 
not  be  changed. 

Black-face  Roman  type — used  to  indicate  suggested  new  offices. 

Light-face  Italics — used  to  indicate  offic<«  or  services  that  would  be  trans- 
ferred to  the  department  and  made  roeponaiblo  to  the  Cabinet  officer  at  the 
Head. 

LionT-FACE  SMALL  CAPS — used  to  indicate  offices  or  services  which  it  is 
suggested  .should  report  to  and  bo  represented  in  the  Cabinet  by  the  head  of 
the  department  indicated,  but  which  would  not  bo  subject  to  his  direction 
and  controL 
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2.  Department  of  the  Treasury 

The  Secretary  of  the  Treasury 
The  Assistant  Secretary 
The  Second  Assistant  Secretary 
The  Third  Assistant  Secretary 
The  Fourth  Assistant  Secretary 
Executive  Offices 
(Treasury  Department  Council) 

Liaison  Officers 
(Bureau  of  the  Budget — Pending) 
Commissioner  of  the  Public  Debt 
Division  of  Loans  and  Currency 
Eegister  of  the  Treasury 
Division  of  Public  Debt 
Commissioner  of  Accounts  and  Deposits 
Division  of  Bookkeeping  and  Warrants 
Division  of  Public  Moneys 
Division  of  Deposits 
Treasurer  of  the  United  States 
Bureau  of  the  Mint 
War  Loan  Organization 

Savings  Division 
United  States  Section,  Inter-Ameriean  High  Commisdon 
Bureau  of  Internal  Revenue 

Solicitor  of  Internal  Eevenue 
Division  of  Customs 
Customs  Service 
Bureau  of  Engraving  and  Printing 

Section  of  Surety  Bonds 
Solicitor  of  the  Treasury 

2.  Department  of  Federal  Administration 

Secretary  of  Administration 
Executive  Offices 
(Administration  Department  Council) 
Assistant  Secretary  for  Personnel 

Civil  Service  Commission 

Salaries  and  Grades  Standardization  Commission 
Assistant  Secretary  for  Economy  and  Efficiency 

United  States  Bureau  of  Efftciency 

Department  of  Economy  and  Efficiency  Committees 
Assistant  Secretary  for  Supplies 

Bureaus  of  Supplies 

General  Supply  Committee 

Department  Supply  Cov\mittees 
Assistant  Secretary  for  Accounts  and  Audits 

General  Accounting  Offices  {pending) 
Solicitor  of  Department  of  Administration 
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II.  Statutory    IX'imrtmcnts   and   Oiliced    for    Exercifling   the   Constitutional, 
Military  and  Foreign  Powers  of  Executive 

National  Defense  Council  (War  Cabinet) 

(The  President,  Secretaries  of  War,  Navy,  State,  Treasury,  and 
Administration — with  such  others  as  may  be  called  by 
the  President) 
W'nr  Credits  Hoard  {iWir  Council) 
National  Advisory  Committee  for  Aeronautiia 
Liaison  Officers 

3.  Department  of  State 

The  Secretary  of  State 

The  Under  Secretary 

The  Assistant  Secretary 

The  Second  Assistant  Secretary 

The  Third  Assistant  Secretary 

Executive  Offices 
(The  State  Department  Council) 
Diplomatic  Service 
Consular  Service 

Division  of  Western  European  Affairs 
Division  of  Near  Eastern  Affairs 
Division  of  F'ar  Eastern  Affairs 
Division  of  Russian  Affairs 
Division  of  Latin-American  Affairs 
Division  of  Mexican  Affairs 
Diplomatic  Bureau 
Consular  Bureau 
Foreign  Trade  Advisor 's  Office 
Division  of  Foreign  Intelligence 
Bureau  of  Political  Information 
Division  of  Passport  Control 
War  Trade  Board  Section 
Vis^  Office 

Bureau  of  Insular  and  Territorial  Administration 
Solicitor 

Pan-American  Union 
International  Commission 

4.  Department  of  War 

The  Secretary  of  War 

The  A.ssistant  Secretary 

Executive  Offices 
The  Cienoral  Staff  (of  the  Army) 
War  Boards  and  Commi.ssion 
Office  of  the  Adjutant  General 
Office  of  the  Inspector  General 
Office  of  the  Judge  Advocate  General 
(4H) 


No.  3]     REORGANIZATION  OF  THE  FEDERAL  GOVERNMENT      83 

Office  of  the  Quartermaster  General 
Office  of  the  Chief  of  Finance 
Office  of  the  Surgeon-General 
Office  of  the  Chief  of  Ordinance 
Office  of  the  Chief  of  Chemical  Warfare  Service 
Militia  Bureau 

Office  of  the  Chief  Signal  Officer 
Office  of  the  Chief  of  the  Air  Service 
Office  of  the  Chief  of  Infantry- 
Office  of  the  Chief  of  Cavalry 
Office  of  the  Chief  of  Field  Artillery 
Office  of  the  Chief  of  Coast  Artillery 
Office  of  the  Chief  of  Engineers 
United  States  Soldiers'  Home 
(The  Mobile  Army) 
(Military  Establishments,  stations  and  reservations) 

5.  Department  of  Navy 

The  Secretary  of  the  Navy 

The  Assistant  Secretary 

The  General  Staff  (of  the  Navy) 
Navy  Boards 

Executive  Offices 
Office  of  Naval  Operations 
Bureau  of  Navigation 
Bureau  of  Yards  and  Docks 
Bureau  of  Ordinance 
Bureau  of  Construction  and  Repair 
Bureau  of  Engineering 
Bureau  of  Supplies  and  Accounts 
Bureau  of  Medicine  and  Surgery 
Navy  Allotment  Office 
Judge  Advocate  General 
Solicitor 
(The  Fleet) 
(Yards  and  Stations) 

III.  Statutary    Departments    and    Offices    for    Promotion    of    the    National 
"Welfare 

National  Welfare  Council  (Peace  Cabinet) 

(The  President,  Attorney-General,  Secretaries  of  Social  Welfare, 
Labor,  Agriculture,  Commerce,  Public  Works,  Post- 
master, Treasury,  and  Administration) 

Conversation  Commission — (advisory  body) 

Liaison  Officers 
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6.  Department  of  Justice  i 

The  Attorney  General 
Tho  Solicitor  General 
Executive  Officca 
(Justice  Department  Council) 
Assist-iint  to  tho  Attorney  Gonoral 

Anti-Trust  Division 
Assistant  Attorney  General 

Division  for  tho  Defense  of  Suit* 
Assistant  Attorney  General 
Public  Lands  Division 
Title  Division 
Assistant  Attorney  General 

Steamboat    EegiUation   Service    {cooperating    the   Department   of 

Commerce) 
Division  of  Taxation,  Prohibition,  Insurance,  Minor  Regulations  of 
Commerce,  and  Prisons 
Assistant  Attorney  General 

Divisions  of  Admiralty,  Finance,  Foreign  Relations,  Territorial  and 
Insular  Affairs 
Assistant  Attorney  General 

Customs  Division 
Assistant  Attorney  General 

Criminal  Division 
Bureau  of  Investigation 

Division  of  Secret  Service 
High  Cost  of  Living  Division 
General  Intelligence  Division 
Attorney  in  charge  of  Titles 
Alien  Property  Custodian 

7.  Department  of  Social  Welfare  - 
(Education,  Health,  and  Social  Welfare) 

The  Secretary  of  Social  Welfare 
Executive  Offices 

>  It  is  to  bo  noted  that  in  some  of  the  departmental  outlines  the  assistant- 
heads  are  all  shown  immediately  under  the  Cabinet  officer,  or  head  (s«e 
Army,  Navy,  etc.),  and  in  some  the  assistant  heads  are  showTi  as  distributed 
or  assigned  to  separate  groups  of  related  functions  or  sorvicce.  Where  the 
latter  arrangement  is  used,  it  is  simply  to  make  more  clear  the  need  for  sub- 
executives  who  woiild  servo  as  specializoil  aids  to  the  Cabinet  of  four  for 
purpKWCB  of  management,  each  of  which  might  have  both  ' '  lino  ' '  and  ' '  staff ' ' 
equipment.     (See  Social  Welfare,  Commerce,  etc.) 

>  This  is  set  up  in  the  form  indicated  to  combine  the  features  seemingly 
oontemplato<l  in  tho  public  statements  of  President  Harding.  In  case  two 
or  throe  soparato  departments  were  created,  tho  related  int^^rosts  should  then 
be  correlated  through  an  interdepartmental  council,  and  liaison. 
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(Social  Welfare  Department  Council — to  be  composed  of  Sec- 
retary   of    Div.,    Assistant    Secretaries    of    Education, 
Health,  Welfare,  and  Social  Insurance,  and  such  others 
as  may  be  called  in  by  the  Secretary  of  the  Department) 
Assistant  Secretary  for  Public  Education 
(National  Education  Commission) 
Bureau  of  Education 
Office  of  Indian  Affairs 
Howard  University 
Columiia  Institution  for  the  Deaf 

Vocational  Training  Section,  Federal 
Board  for  Vocational  Education 

Vocational  Rehabilitation  Section  {from  the 
War  Risk  Bureau) 
Smithsonian  Institution 

United  States  National  Museum 
Interiiutional  Exchange  Service 
Bureau  of  American  Ethnology 
Astrophysical  Observatory 
National  Zoological  Park 

International  Catalogue  of  Scientific  Literature 
Assistant  Secretary  for  Public  Health 
(National  Health  Commission) 
Public  Health  Service 

Division  of  Public  Health  Records 
United  States  Interdepartmental  Social  Hygiene  Board 
St.  Elizabeth's  Hospital 
Freedman's  Hospital 
Assistant  Secretary  for  Social  Welfare  Agencies 
(Social  Welfare  Commission) 

Superintendent  of  Prisons  {from  the  Department  of  Juatioe) 
Bureau  of  Parol 
Children's  Bureau 
United  States  Soldiers'  Home 
National  Home  for  Disabled  Volunteer  Soldiers 
Assistant  Secretary  for  Compensations  and  Social  Ins. 
(National  Insurance  and  Pensioa  Commission) 
Bureau  of  Pensions 
Burexu  of  War  Risk  Insurance 

United  States  Employees'  Compensation  Commission 
Solicitor 
8.  Department  of  Labor 

The  Secretary  of  Labor 

(National  Commission  on  Industrial  Relations) 
The  Assistant  Secretary 
Executive  Offices 
(The  Labor  Department  Council) 
Bureau  of  Immigration 
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Bureau  of  Naturalization 
Bureau  of  Labor  Statistics 
Women  's  Bureau 
DiviflioD  of  Conciliation 

United  States  Board  of  Mediation  and  Conciliation 
United  Statea  Labor  Board   (Railway  Administration) 
United  States  Employment  Ser\'ice 
Bureau  of  Industrial  Housing  and  Transportation 
Solicitor 

9.  Department  of  Agiculture 

The  Secretary  of  Agriculture 

(National    Agricultural    Commission    and    Inter-Statc 
Conference) 

The  Assistant  Secretary 

Executive  Offices 
(The  Agriculture  Department  Council) 
Office  of  P\irm  Management 
Bureau  of  Animal  Industrj' 
Bureau  of  Plant  Industry 
Bureau  of  Chemistry 
Bureau  of  Soils 
Bureau  of  Entomology 
Bureau  of  Biological  Survey 
Division  of  Publications 
Bureau  of  Crop  Estimate* 
States  Relations  Service 
Bureau  of  Markets 
Insecticide  and  Fungicide  Board 
Federal  Horticultural  Board 
Solicitor 

10.  Department  of  Commerce 

The  Secretary  of  Commerce 

(National  Commerce  Commission) 
(National  Commission  on  Mining  and  Manufactures) 
(National  Transportation  Commission) 
(National  Banking  and  Foreign  Exchange  Cora.) 
(Commerce  Department  Council) 
Aflsi.stant  Secretary  in  Charge  of  Scientific  Services 

Bureau  of  the  Census 

Patent  Office 

United  States  Tariff  Commission 

Bureau  of  Foreign  and  Domestic  Commerce 

Bureau  of  Standards 

National  Screw  Thread  Commission 

Bur«*au  of  Fi.shoric.s 

Coaot  and  Geodetic  Survey 

Lakes  Survey  Office 
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Eydrographic  O^ce 

Naval  Observatory 

Weather  Bureau 
Assistant  Secretary  for  Operative  Services 

Bureau  of  Navigation 

Inland  and  Coastwise  Waterways  Service 

Interstate  Commerce  Commission 

United  States  Shipping  Boakd  ( ?) 

United  States  Railroad  Administration  (?) 

Panama  Railroad  Corporation  (?) 

Panama  Canal  Commission  ( ?) 

Bureau  of  Lighthouses 

Coast  Guard 
Assistant  Secretary  for  Loans  and  Commercial  Credits 

War  Finance  Corporation 

Federal  Reserve  Board 

Federal  Farm  Loan  Bureau  (from  the  Treasury) 

II.  Department  of  Public  Works  ^ 

The  Secretary  of  Public  Works 

(National  Engineering  Commission) 
(National  Works  Commission) 
Federal  Poiver  Commission 
War  Material  Relief  Commission 
Mississippi  River  Commission 
California  Debris  Commission 
(National  Architectural  Commission) 
(National  Park  Commission) 
The  Assistant  Secretary 
(Public  Works  Department  Council) 

Assistant  Secretary  for  Engineering  Surveys  and  Estimates 
Geological  Survey 

Bureau  of  Civil  Engineering — Departmental  Service 
Board  of  Engineers,  New  YorJc  City 
United  States  Engineering  Offices 
Assistant  Secretary  for  Works  Construction 
Reclamation  Service  {Construction) 
Bureau  of  Public  Roads 
Board  of  Road  Commissioners  for  Alask<i 

1  A  suggested  organization  is  here  outlined  on  the  assumption  that  a  de- 
partment of  public  works  would  be  the  servant  of  the  other  departments  in 
that  it  would  maintain  a  common  engineering  staff  for  purposes  of  making 
preliminary  and  final  surveys,  preparing  plans  and  specifications  for  con- 
tracts, supervising  construction,  and  operating  transportation  and  other 
public  works  or  public  buildings  when  desired,  but  that  the  necessity  for 
such  public  works  or  buildings  would  be  determined  by  the  department  in 
charge  of  the  function  or  public  service  to  which  this  would  serve  as  an  aid. 
(See  comments  in  text  p.  40-43.) 
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Bureau  of  Kivers  and  Harbors 
Board  of  Engineers  for  Kivers  and  Harbors 
Alaska  Engineering  Covimission 
Assistant  Secretary  for  Works  Operation 
lieclamation  Service   (operative) 
Supervisor  of  New  York  Harbor 
Panama  Canal 
Panama  K.  R.  Corporation 
U.  S.  Emebuency  I-Yeet  Corporation 
Assistant  Secretary  for  Public  Buildings 
Bureau  of  Public  Buildings 

Supenising  architect 's  office 
Commission  on  Fine  Arts 
Office  of  Public  Buildings  and  Grounds,  and 

Washingto7i  Monument 
Division  of  Capitol  Buildings  and  Grounds 
Superintendent  of  State,  War  and  Navy  Buildings 
Assistant  Secretary  for  Public  Lands  and  Forest  Protection 
General  Land  Office 
Forest  Service 
Solicitor 

12.  Poet  Office  Department 
Postmaster  General 
Executive  Offices 
(Post  Ofifice  Department  Council) 
The  First  Assistant  Postmaster  Creneral 

Postmasters '  Appointments  Division 

Post  Office  Service  Division 

Dead  Letter  Division 
The  Second  Assistant  Postmaster  Genend 

Railway  Mail  Ser^'ice  Division 

Railway  Adjustments  Division 

Foreign  Mails  Division 

Aerial  Mails  Division 
The  Third  Assistant  Postmaster  General 

Money  Order  Division 

Po.<»tal  Savings  Division 

Registered  Mails  Division 

Stamp  Division 

Finance  Division 

Classification  Division 
The  Fourth  Assistant  Postmaster  General 

Rural  Mails  Division 

Equipment  and  Supplies  Division 
The  Chief  Inspector 
The  Purchasing  Agont 
Solicitor 
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IV.  Establishments  Under  Congressional  Direction 

(For  Serving  and  Advising  the  Legislative  Branch) 

Library  of  Congress 

United  States  Botanic  Garden  ( ?) 

Government  Printing  OflSce 

Grant  Memorial  Commission 

Arlington  Memorial  Amphitheater  Commission 

Lincoln  Memorial  Commission 

National  Forest  Reservation  Commission 

Commission  on  Memorial  to  Women  of  the  Civil  War 

Meade  Memorial  Commission 

Public  Buildings  CommL^ion 
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WILLIAM     HOWARD    TAFT 

Chief  Justice,  U.  S.  Supreme  Court,  former  President 
of  the  United  Stat«i 

Mr.  Brown's  paper  -  is  very  helpful  in  giving  us  the  exact  statis- 
tics of  the  cost  of  wars  and  in  tracing  the  very  heavy  financial  bur- 
dens we  now  labor  under  because  of  this  last  war.  It  is  a  most 
admirable  argument  against  war.  But  that  is  not  exactly  the  object 
of  this  discussion.  The  paper,  while  most  useful,  should  not  lead 
us  to  minimize  the  necessity  for  budget  reform  and  reorganization. 
It  presents  these  enormous  figures  which  have  come  from  the  war 
and  then  leaves  us  with  the  natural  question,  "  Well,  if  we  have  got 
so  much  to  pay,  what  is  the  use  of  fussing  over  the  little  which  we 
may  be  able  to  accomplish  in  the  way  of  reform  and  economy,  by 
reason  of  a  Budget?" 

It  is  a  little  like  the  story  of  the  old  negro  in  the  slavery  days, 
who  was  moved  by  religion.  He  asked  his  master  how  many  he 
thought  would  be  saved:  Would  half  be  saved?  "Oh,  no."  the 
master  said.  "  you  know  the.se  people  around  here.  Half  won't  be 
saved."  Then  he  asked  whether  one-quarter  would  be  saved.  "No." 
So  he  suggested  an  eighth  and  a  sixteenth  and  still  the  master  was 
obdurate.  Finally  he  got  down  to  one-thirty-second.  The  master 
said  that  he  had  been  looking  around  and  could  find  nobody  in  that 
neighborhood  except  his  own  family  who  ought  to  be  or  would  be 
saved.  With  this  the  old  darkey  looked  at  him  and  said.  "  Massa,  if 
there  isn't  one-thirty-second  saved,  there  is  no  use  putterin  about  it." 

Now,  I  deprecate  that  attitude.  The  truth  is  that  if  we  had  had 
a  budget  system  years  ago.  when  we  ought  to  have  had  it.  we  would 
not  have  spent  near  so  much  as  we  have  spent  in  this  war,  even 
though  we  had  to  have  a  war.  It  is  an  effective  method  of  following 
and  limiting  expenditure,  whether  large  or  small,  that  a  budget  system 
seeks  to  secure. 

Then    there    is   my    friend.    Mr.    Cleveland,    with    his   interesting 

'  Thi«  Ls  the  revised  stenographic  report  of  Mr.  T:ift  's  address  in  opening 
the  duMcuHsion  of  the  jmpors  and  addresses  of  Messrs.  McBain  (see  p.  1), 
Brown  (p.  6),  Pratt  (p.  17)  and  Cleveland  (p.  .11).  For  Mr.  Cleveland's 
reply  to  Mr.  Taft  see  p.  7.'). 

5  Bee  p.  6. 
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paper. ^  I  value  Mr.  Cleveland.  He  was  our  anchor  in  our  eflfort 
eight  or  ten  years  ago  to  introduce  a  budget  system,  but  Mr.  Cleve- 
land to  be  practical  and  useful,  must  be  kept  off  constitutional  gen- 
eral government  theories.  This  is  not  because  he  may  not  be  right, 
not  because  the  parliamentary  system,  by  which  he  seeks  to  unite  the 
executive  and  the  legislative  powers  in  one  head,  might  have  been 
better ;  but  it  is  enough  to  say  that  we  must  deal  with  the  govern- 
ment we  have.  It  is  too  large  a  contract  to  make  that  over  in  a 
congressional  session. 

We  are  trying  to  improve  a  system  here  for  economy  and  reform 
and  effectiveness  that  is  to  work  with  an  independent  legislative 
power  and  an  independent  executive  power.  I  agree  with  him  fully 
that  we  ought  to  have  the  heads  of  departments,  as  well  as  the  Presi- 
dent, on  the  floor  of  both  Houses  of  Congress.  The  President  can 
go  there  now.  Mr.  Wilson  introduced  that  which  had  been  stopped 
by  Thomas  Jefferson,  the  method  of  going  personally  to  Congress ; 
but  of  course  he  could  hardly  go  there  and  engage  in  the  debates, 
but  heads  of  departments  might  well  do  so.  They  might  usefully  go 
there  and  defend  the  plans  that  are  developed  by  the  executive  under 
the  budget  system,  or  without  regard  to  the  budget  system.  That  has 
been  proposed.  It  was  proposed  in  1862,  was  proposed  again  as  late 
as  1881,  was  supported  by  the  leading  statesmen  of  those  days,  and 
it  was  recommended  in  my  administration  in  Presidential  messages. 
Congress  has  never  taken  it  up,  but  I  think  it  would  greatly  help, 
and  in  that  respect  I  stand  by  what  Mr.  Cleveland  advocates. 

However,  when  we  attempt  to  induce  Congress  to  get  rid  of  its 
committees,  and  when  we  propose  to  invest  the  whole  initiative — for 
that  is  what  his  proposition  comes  to — as  to  legislation  in  the  exec- 
utive leadership,  then  no  matter  what  the  merits  of  his  discussion,  he 
is  up  against  something  that  will  keep  him  there  forever. 

Now,  with  respect  to  Mr.  Pratt's  paper,  I  think  it  was  admirably 
framed  and  that  the  suggestions  as  to  reforming  of  the  departments 
were  very  conservatively  delineated.  Mr.  Pratt  and  I  differ  in  one 
respect  about  that  budget  bill.  He  wishes  to  put  the  new  bureau, 
that  is  to  operate  for  the  preparation  of  the  budget,  for  the  trimming 
of  the  estimates  of  the  departments,  for  the  restraint  of  the  enthu- 
siasm of  the  chiefs  of  bureaus  and  others,  under  the  direction  of  the 
Secretary  of  the  Treasury.  I  don't  agree  with  him  in  that  regard. 
I  think  the  President  should  exercise  this  power  and  that  the  Bureau 
should  be  under  his  direction  and  report  directly  to  him.  I  know 
something  about  what  I  venture  to  think  he  does  not  know  about, 
and  that  is  this:  Even  if  he  finds,  as  he  says,  all  the  heads  of  de- 

1  Seo  p.  31. 

2  See  p.  17. 
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partmcnts  and  bureaus  anxious  to  cooperate  in  retrenchment  and  re- 
duction of  duplications,  he  will  find  that  the  anxiety  of  each  has 
tremendous  impetus  until  it  comes  to  cutting  off  something  of  his 
own.  I'he  inertia  and  the  obstruction  that  a  man  can  offer,  in  com- 
plete sincerity,  to  the  abolition  of  a  particular  fund  under  his  juris- 
diction, no  one  can  realize  until  he  has  had  to  meet  it.  In  order  to 
overcome  that  opposition  you  need  the  man  in  Washington  who  has 
the  greatest  authority.  That  is  the  President.  In  spite  of  the  fact 
that  Mr.  Cleveland  does  not  think  the  President  has  power  enough, 
he  has  more  power  in  Washington  than  anyone  else,  especially  over 
executive  subordinates,  and  it  will  all  be  needed  to  restrain  the  officials 
whose  expenses  are  to  be  cut  down. 

In  the  first  year  or  two  of  any  administration  the  heads  of  depart- 
ments are  new  to  the  business.  I  do  not  care  how  strong  they  may  be, 
they  are  new  to  the  business.  That  is  inseparable  from  our  system. 
Necessarily  they  are  dependent  on  the  men  who  have  been  there 
permanently.  Unfortunately,  to  find  such  permanent  public  servants 
you  have  to  go,  not  to  the  assistant  secretaries,  but  still  farther 
down,  not  to  the  chiefs  of  bureaus,  but  you  have  to  go  down  to  the 
heads  of  divisions,  the  chief  clerks.  Those  gentlemen  have  been 
there,  defending  the  interests  of  the  government  and  the  interests  of 
their  particular  offices  and  bureaus,  some  of  them,  for  thirty  and 
forty  years.  Most  valuable  public  servants  they  are  in  their  spirit, 
but,  on  the  other  hand,  valuable  as  they  are,  they  have  acquired  that 
clinging  persistency  that  we  usually  ascribe  to  barnacles.  I  don't 
wish  in  the  slightest  degree  to  deprecate  their  patriotic  and  useful 
character,  because  when  one  goes  to  Washington  and  becomes  inti- 
mate with  the  Washington  community,  he  finds  a  lot  of  valuable,  very 
hard-working,  very  poorly-paid  public  servants  who  have  been  con- 
tent to  render  service  to  the  government  for  life  at  an  inadequate 
compensation,  and  have  become  so  much  interested  that  they  are  the 
government  personified  in  a  way.  These  men  become  so  enamoured 
of  the  function  they  are  performing,  so  enamoured  of  the  importance 
of  the  particular  office  or  bureau  in  which  they  are,  that  their  reac- 
tionary tendencies  against  any  change  is  something  that  it  is  very 
hard  to  overcome.  The  influence  they  can  exercise  over  the  new- 
comers, the  chiefs  of  bureaus  and  heads  of  departments,  make  this 
work  of  radical  reform  within  the  executive  departments  a  difficult 
matter. 

When  it  comes  to  cutting  down  the  appropriations,  it  must  be 
done  with  an  axe.  I  mean  the  sharp  edge  of  the  axe.  1  can  only 
tell  you  of  my  own  experience.  I  went  in  one  year  and  just  took  an 
axe  and  cut  out  fifty  millions  of  dollars  of  the  appropriations  esti- 
mated by  the  bureaus.     I  had  not  any  authority  given  by  Congress. 
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I  did  it  by  main  strength ;  I  ordered  heads  of  departments  to  make 
reductions.  Congress  did  not  like  the  intervention  of  the  executive, 
ajid  therefore  Congress  had  provided  a  system  by  which  the  heads  of 
departments  merely  furnished  such  estimates  as  they  approved  to  the 
Secretary  of  the  Treasury.  He  was  then,  and  is  now,  nothing  but  a 
conduit  from  departments  to  Congress  in  the  matter  of  estimates. 
Of  course,  every  chief  of  bureau  who  thought  his  own  function  was 
important,  each  year  asked  for  what  he  thought  he  ought  to  have. 
Congress,  acting  on  the  theory  that  he  had  asked  more  than  he  needed 
and  ought  to  have,  cut  everything  down  on  general  principles.  This 
only  led  him  to  estimate  for  more  than  he  needed,  so  that  when 
Congress  cajne  to  cut  it  down,  it  would  be  somewhere  near  what  he 
really  thought  he  needed.     It  was  thus  just  a  circle. 

I  went  at  it  with  the  enthusiasm  of  ignorance  and  with  as  much 
determination  as  I  could  command,  and  cut  the  estimates  fifty  mil- 
lions as  well  as  I  could ;  but  I  had  to  meet  the  humiliation  of  having 
made  cuts  where  they  ought  not  to  have  been  made,  just  because  I 
did  not  have  the  information.  So  it  increased  the  deficiency  appro- 
priations that  had  to  be  made. 

The  President,  who  is  the  man  that  is  responsible  for  the  execu- 
tive departments,  ought  to  have  the  independent  means  of  finding 
out  through  a  body  of  experts  whether  or  not  a  department  is  asking 
more  than  it  ought  to  have.  When  you  put  that  power  in  the  hands 
of  the  Secretary  of  the  Treasury,  you  are  putting  it  in  the  hands  of 
one  of  the  ten  men  who  are  under  examination.  Good  and  great  a 
man  as  he  ought  to  be,  he  is  nevertheless  going  to  find  it  most  diffi- 
cult to  deal  with  the  other  heads  of  departments.  They  will  say, 
"  Well,  you  are  cutting  down  my  appropriations.  But  how  about 
your  own  Treasury  Department?  Thxt  is  the  most  wasteful  and 
expensive  in  the  lot."  Thus  the  matter  will  come  back  to  the  Presi- 
dent. Why  should  he  not  have  the  independent  means  for  judgment 
in  advance?  I  hope  that  the  Congress  will  reach  a  conclusion  that 
shall  give  tse  President  the  right  to  use  the  Budget  Bureau  as  his 
instrument  in  the  first  instance. 

When  we  went  to  work  in  1910  Mr.  Cleveland  reported  that 
there  were  seven  departments  providing  facility  for  transportation, 
four  departments  and  three  commissions  dealing  with  the  relations 
of  commerce,  and  so  on  for  numerous  duplications.  Then  there  are 
a  lot  of  independent  bureaus,  commissions  and  offices.  Now,  most 
of  them  ought  to  be  put  under  departments.  There  is  no  reason 
why  they  should  not  have  somebody  over  them  that  shall  be  respon- 
sible for  them,  though  perhaps  the  Interstate  Commerce  Commission 
as  a  quasi-judicial  body  ought  to  be  independent  in  so  far  as  rate 
fixing  is  concerned. 
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I  agree  with  Mr.  Cleveland  that  the  executive  ought  to  have 
more  power  in  the  matter  of  discretionary  organization  of  the  sub- 
ordinate agencies  in  the  departments.  He  ought  to  be  able,  as  the 
committee  has  recommended,  to  look  into  a  department  and  say 
whether  it  is  wise  to  unite  two  of  those  subordinate  agencies  in  that 
department  without  going  to  Congress  each  time. 

Then  another  thing  that  Mr.  Cleveland's  commission  recom- 
mended, and  tliat  would  greatly  work  both  for  economy  and  for 
civil  service  reform,  is  lump  sum  appropriations  for  the  payment  of 
clerks.  In  my  time  Congress  never  gave  a  limip  sum  appropriation  to 
a  department  for  clerks.  It  provided  that  there  should  be  so  many 
clerks  of  one  class,  so  many  clerks  of  another  class,  so  many  of  an- 
other class,  and  would  appropriate  the  money  with  the  salaries  for 
these  classes,  the  clerks  being  classified  by  salaries. 

The  head  of  a  bureau  ought  to  have  discretion  to  say  how  many 
clerks  of  one  class,  and  how  many  clerks  of  another  class  he  shall 
employ  out  of  a  lump  sum.  It  is  something  that  Congress  can't  have 
a  detailed  knowledge  of,  and  it  should  not  insist  upon  using  its  dis- 
cretion regarding  it. 

Let's  not  aim  too  high.  Congress  has  been  opposed  to  a  budget 
system  in  the  past.  It  put  a  clause  in  an  appropriation  act  forbid- 
ding me  as  President  to  submit  a  budget  in  a  form  approved  by  Mr. 
Cleveland  and  the  Efficiency  and  Economy  Commission,  on  the 
ground  that  it  would  take  up  too  much  time  of  the  clerks  to  prepare 
it.  I  told  them  I  did  not  regard  that  as  a  Constitutional  restriction 
upon  my  executive  power.  I  went  ahead  and  directed  the  Commis- 
sion to  prepare  that  budget,  which  was  prepared  and  was  sent  in 
to  be  acted  on,  and  it  has  been  resting  in  the  halls  of  Congress  gather- 
ing dust  ever  since.  It  was  a  thoroughly  prepared  budget  for  the 
purpose  of  illustrating  to  Congress  what  ought  to  be  submitted  each 
year.  Congress  took  away  for  the  next  year  the  appropriation  for 
the  Economy  and  Efficiency  Commission,  so  that  we  had  to  give  it 
up.  I  am  delighted  to  see  now  that  after  we  have  gotten  up  to  a 
debt  of  twenty-four  billions,  and  gone  from  one  billion  to  five  bil- 
lions of  annual  expenditure,  that  Congress  has  changed  its  mind  and 
we  are  going  to  have  a  budget. 

I  want  to  give  one  or  two  instances  showing  the  need  of  reform 
in  our  method  of  exhibiting  our  governmental  needs  and  expendi- 
tures. When  the  Economy  and  F^fficiency  Commission  began  it  could 
not  find  out  from  any  book  or  report  what  kind  of  government  we 
had.  They  had  to  spend  from  six  to  nine  months  in  getting  up  a 
statement  of  who  were  the  officers  of  the  government  and  what  their 
functions  were,  and  what  the  bureaus  and  all  the  other  agencies  in 
the  government  were,  and  how  much  they  were  paid.     It  took  a  very 
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extended  report  to  show  that,  and  Congress  never  printed  it.  I 
should  think  that  such  a  report  would  be  necessary  when  the  new 
Budget  Bureau  comes  in.  They  should  find  out  what  this  govern- 
ment is.  Of  course  it  has  been  enormously  expanded  through  the 
exigencies  of  the  war,  but  our  report  might  be  made  the  basis. 

Take  the  matter  of  traveling  expenses  as  an  instance  of  waste.  It 
cost  the  government  in  my  time  twelve  million  dollars  annually  to 
pay  the  expenses  of  those  w^io  traveled  for  it,  and  there  was  no  special 
arrangement  with  any  of  the  railroads.  Every  man  had  a  first-class 
passage,  and  every  man  got  a  Pullman  ticket.  There  was  nothing 
issued  through  which  any  control  could  be  exercised  over  that.  The 
Commission  recommended  that  something  should  be  done  in  that 
regard  that  the  whole  thing  be  managed  by  one  agency.  But  do  you 
suppose  a  private  establishment  would  allow  that  sort  of  thing  to  go 
on  blindly  in  that  way?  An  agency  to  deal  with  all  government 
transportation  could  secure  Congressional  authority  to  take  it  out  of 
the  Interstate  Commerce  Commission  law,  and  could  make  arrange- 
ments with  the  railroads  by  which  there  should  be  a  reduction  in 
prices  and  rates  due  to  the  enormous  patronage  the  government  em- 
ployes would  give  to  the  railroads. 

Let  me  show  by  one  illustration  how  important  it  is  that  there 
should  be  some  executive  head  that  knows  what  is  being  done  in  each 
department  as  compared  with  every  other  department  in  the  matter 
of  cost  in  the  service.  Now,  Mr.  Cleveland's  Commission  found  the 
cost  of  receiving,  opening,  briefing,  recording,  indexing  and  distri- 
buting mail  in  each  of  eight  departments  was  as  follows :  In  the  first 
one  the  cost  was  $5.84  a  thousand;  second,  $5.96;  third,  $11.83; 
fourth,  $13.17;  fifth,  $16.12;  sixth,  $44.28;  seventh,  $49.95,  and 
eighth,  $81.40,  i.  e.  in  the  War  Department.  The  outgoing  mail 
showed  a  similar  result.  Now,  suppose  the  President  were  to  see 
that,  with  his  Bureau  at  hand  he  would  at  once  seek  to  find  out  the 
reason  for  such  a  wide  difference  for  the  cost  of  the  same  thing. 

The  Commission  did  inquire.  They  looked  into  the  Adjutant- 
General's  office  in  the  War  Department  that  had  control  of  the  pen- 
sion records,  and  found  that  this  $81.40  was  due  to  the  fact  that  the 
head  of  that  Bureau  was  in  close  touch  with  Congress.  The  mem- 
bers were  anxious  to  introduce  pension  bills,  and  find  out  promptly 
what  the  record  was  of  each  constituent  that  might  apply;  so  the 
Adjutant-General  introduced  a  system  so  effective  that  he  could  reply 
by  the  next  morning's  mail,  after  he  had  received  the  name  of  the 
person  whose  record  was  in  question,  to  the  Congressman.  With  this 
result,  he  did  not  have  to  appear  before  a  committee  to  ask  for  ap- 
propriations to  make  that  possible.  They  were  given  only  on  his 
suggestion.     The  whole  government  was  paying  to  enable  Congress- 
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men  to  know  at  once  the  basis  upon  which  they  might  introduce 
private  pension  bills.  Of  course,  it  is  important  that  that  record 
should  be  gotten  at  promptly,  but  not  that  we  should  pay  twelve  or 
fourteen  times  as  much  as  we  do  for  the  same  service  performed  with 
respect  to  the  other  fields  of  activity  that  the  government  has. 

Under  a  proper  budget  system  and  with  a  proper  bureau  the 
President  may  keep  tab  on  every  department,  and  by  comparison 
judge  which  needs  jacking  up  and  call  the  attention  of  the  head  of 
that  department  to  a  lack  of  efficiency  or  economy  that  may  exist, 
and  say,  "  Won't  you  look  into  this  and  see  if  it  can't  be  improved?" 
It  is  comparison  and  emulation  that  helps. 

I  agree  that  by  a  Budget  we  may  not  save  as  much  money  as  will 
be  wasted  in  the  trial  of  new  explosives,  or  in  making  effective  naval 
armament  and  that  sort  of  thing.  But  the  truth  to  tell,  I  am  not  so 
much  troubled  about  these  Navy  and  Army  expenses.  I  think  that 
the  power  of  public  opinion  that  Mr.  Cleveland  sp>eaks  of  is  going 
to  operate  to  reduce  them. 

In  spite  of  my  suggestions  as  to  the  somewhat  ideal  character  of 
some  of  Mr.  Cleveland's  propositions,  I  second  most  earnestly  his 
proposal  that  the  cabinet  officers  should  be  permitted  to  go  on  the 
floor.  What  is  going  to  be  the  effect  of  it?  It  is  going  to  inform 
Congress,  and  Congress  needs  information.  You  can't  be  in  W^ish- 
ington  at  all  and  have  any  experience,  and  not  realize  that  Congress, 
by  the  presence  of  a  cabinet  officer  on  the  floor,  can  be  advised  by 
answer  to  a  single  question  as  to  something  which  otherwise  will  in- 
volve delay,  confusion  and  useless  discussion  without  light. 

The  proper  initiation  of  these  plans  for  retrenchment  and  economy 
requires  that  the  cabinet  officer  who  is  responsible  for  the  department 
and  the  estimate  put  in,  should  be  there  to  defend  his  estimates.  To 
do  so  before  a  committee  is  by  no  means  so  effective  or  persuasive. 
If  such  a  privilege  is  given  to  a  delegate  from  Alaska,  why  should 
not  a  cabinet  officer  be  given  the  same  right  to  answer  questions  and 
make  speeches  and  have  the  privileges  of  the  floor?  Then  it  will 
bring  the  two  branches  of  the  government  together  into  more  har- 
monious cooperation  and  still  conform  to  the  Constitution,  which 
makes  them  independent  the  one  of  the  other. 
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ELIHU  ROOT 
Late  U.  S.  Senator  from  New  York 

THIS  is  the  second  session  of  a  meeting  of  the  Academy 
of  Political  Science  in  the  City  of  New  York,  to  discuss 
the  question  of  "  National  Expenditures  and  Public 
Economy  ".  It  is  not  that  the  members  of  the  Academy  con- 
sider they  are  entitled  to  say  what  shall  be  public  expendi- 
tures and  how  public  economy  shall  be  attained ;  but  it  is  that 
the  vastly  increasing  complication  of  government  makes  it 
difficult  and  more  difficult  year  by  year  for  public  opinion  to 
regulate  itself  with  knowledge  and  with  judgment. 

All  over  the  land,  under  various  names  and  in  many 
places,  Americans  are  gathering  together  now,  trying  to  edu- 
cate themselves  for  the  performance  of  the  great  duty  of  form- 
ing the  public  opinion  of  America,  the  public  opinion  of  this 
great  self-governing  democracy,  the  public  opinion  which  is 
at  once  the  guide  and  the  support  of  just  government.  And 
it  is  only  by  taking  counsel,  only  by  seeking  information, 
only  by  deliberate  and  considerate  discussion,  that  wise,  dis- 
ciplined, just  public  opinion,  competent  for  the  self-govern- 
ment of  this  great  people  can  be  attained. 

Mr.  President,  we  have  been  talking  here  this  morning, 
and  will  talk  this  afternoon,  about  public  expenditures  and 
national  economy.  We  know  how  difficult  a  task  rests  upon 
you  and  your  advisors,  upon  the  Congress  and  its  leaders. 
We  know  that  after  the  era  of  profligate  expenditure  which 
naturally  accompanied  the  great  war,  economy  cannot  be  at- 
tained without  the  use  of  the  knife.  We  know  that  you 
cannot  do  what  you  have  declared  it  was  your  purpose  to  do 
without  making  many  enemies,  without  dismissing  many  people 

1  Introductory  address  at  the  second  session — a  luncheon  meeting  of  the 
Academj  Conference  in  New  York  City,  May  23,  1921,  at  the  conclusion  oi 
which  Senator  Boot  proposed  a  toast  to  President  and  Mrs.  Harding  and 
presented  the  audience  to  the  President  of  the  United  States. 

(427) 


98 


\A  TIOXAL  EXPENDITURES  AND  PUBLIC  ECONOMY 


from  the  public  service,  without  reducing  the  flow  of  public 
moneys  into  private  hands;  but  we  want  to  say  to  you  that 
for  one  enemy  you  make,  by  bringing  our  countr\'  back  to 
its  old  basis  of  simple  economy  and  fidelity  to  public  trust, 
you  will  make  a  thousand  friends.  Among  them  will  be  all 
of  this  thousand  of  friends  who  greet  you  here  today ;  for  you 
are  among  friends:  you  are  facing  men  who  both  admire  and 
respect  and  trust  you,  who  look  to  you  for  the  preservation 
of  that  liberty  and  justice  which  will  be  essential  to  the 
happiness  and  the  opportunities  of  their  children  and  their 
children's  children ;  and  they  stand  ready  to  hold  up  your 
hands,  to  support  you  and  to  go  with  you  in  all  eff^orts  for  the 
improvement,  the  elevation  and  the  progress  of  the  govern- 
ment of  our  beloved  country. 
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BUSINESS  IN  GOVERNMENT  AND  THE  PROBLEM 

OF  GOVERNMENTAL  REORGANIZATION 

FOR  GREATER  EFFICIENCY 

WARREN  G.   HARDING 
President  of  the  United  States 

I  CAN  not  tell  you  how  gratifying  it  is  to  greet  a  gathering 
of  such  men  as  I  see  here,  brought  together  for  the  purpose 
that  animates  you.  I  recognize  among  you  many  men 
peculiarly  equipped  to  deal  with  the  great  questions  of  govern- 
ment organization,  reorganization,  and  retrenchment;  and  as  I 
look  into  your  faces  I  feel  that  your  special  qualifications  con- 
stitute the  assurance  that  you  will  understand  and  sympathize 
with  one  who  in  an  immediate  relation  finds  himself  grappling 
with  these  problems.  You  have  studied  and  dealt  with  the 
affairs  of  great  organizations;  you  know  the  power  of  in- 
trenched tradition  and  long-established  custom ;  you  do  not 
need  to  be  told  that  general,  inclusive  plans  are  necessary  as  a 
preliminary  to  accomplishment  in  such  matters. 

Everywhere  we  turn  we  note  that  government  has  in  recent 
time  assumed  a  more  complex  relationship  to  the  public  th^ 
it  ever  sustained  before.  The  mobilization  of  man  power,  in- 
dustrial forces,  and  financial  resources,  which  was  made  neces- 
sary in  the  war's  exigencies,  could  only  have  been  accomplished 
through  the  exertion  of  the  utmost  powers  of  government. 
Those  powers  were  exerted  to  the  extreme  limit,  and  stupend- 
ously important  results  were  attained.  As  a  result  of  that 
demonstration  of  government's  capacity  to  force  great  results 
in  emergencies,  there  has  grown  up  a  school  of  thought  which 
assumes  that  even  in  time  of  peace  the  same  autocratic  author- 
ity might  well  be  exercised  in  the  general  interest.  Many  men 
thoughtlessly  urge  that  "  governments  took  over  the  control, 
even  the  conduct,  of  many  industries  and  facilities  during  the 
war;  there  followed  a  great  increase  in  wages,  a  vast  expansion 
of  business  activity ;  therefore  why  not  assume  that  continuance 
of  such  control  and  management  in  time  of  peace  would  enable 
continuance  of  the  same  liberality  in  compensation  and  profits, 
the  same  intense  business  activity?  " 
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Those  who  look  below  the  surface  know  that  the  things 
which  governments  accomplished  during  the  war  were  accom- 
plished at  a  staggering  cost — a  cost  which  society  could  not 
bear  for  long,  a  cost  that  has  left  society  burdened  with  debts 
which  mortgage  generations  of  the  future.  They  know  that 
the  feverish  seeming  of  prosperity  was  not  genuine,  but  was 
possible  only  because  societ}'  was  literally  burning  up  its  stocks 
of  capital,  and  that  this  destruction  of  capital  was  responsible 
for  the  reaction  and  depression  which  are  now  felt  universally. 
In  this  process  the  burdens  of  government  were  immensely  in- 
creased, and  it  is  for  us  now  to  find  means  of  lightening  those 
burdens. 

Government,  to  a  greater  extent  now  than  ever  before,  is 
under  obligation  to  give  the  greatest  service  for  the  lowest  pos- 
sible cost.  But  it  is  for  certain  obvious  reasons  difficult  to  do 
this,  because  government  is  not  under  the  necessity  to  earn 
profits  nor  to  obey  laws  which  regulate  competition.  These  are 
the  prime  guaranties  of  efficiency'  and  fair  dealing  in  private 
business.  They  do  not  apply  to  government,  and  therefore 
government  should  be  placed,  so  far  as  possible,  under  a  strict 
sway  of  the  methods  which  are  applied  in  private  business  to 
secure  these  ends.  Gov^ernment  should  be  broad,  conscientious, 
and  intelligent  enough  to  subject  itself  to  these  rules  despite 
that  its  quality  of  sovereignty'  would  place  it  beyond  them  if 
it  chose  to  assume  that  position.  Every  principle  and  device 
which  promotes  efficiency  in  private  business  should  be  adopted 
and  applied  in  government  aflfairs.  I  will  trust  the  public 
official  who  decides  his  public  problem  as  though  it  were  his 
very  own. 

To  bring  economy  and  efficiency  into  government  is  a  task 
second  to  none  in  difficult)'.  Few  people,  in  or  out  of  the 
government,  have  any  conception  of  the  growth  of  government 
business  in  the  last  decades  before  the  World  War;  still  fewer 
at  all  realize  the  pace  to  whicli  that  growth  has  been  speeded 
up  since  the  war  started.  The  nniltii>lication  of  departments, 
bureaus,  di\isions,  functions  has  resulted  in  a  sort  of  geometri- 
cal increase  in  the  tasks  which  confront  the  heads  of  executive 
departments  when  they  face  reconstruction  problems.  They 
find  that  with  their  time  already  mortgaged  in  favor  of  tasks 
which  demand  more  hours  than  the  day  provides  they  must  de- 
vise means  for  doing  yet  more  work  with  less  money. 
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Fortunately  the  prospect  is  not  so  hopeless  as  might  appear, 
because  the  present  organization  is  so  bad  that  the  insistent 
application  of  a  few  established  principles  of  sound  business 
organization  will  reswlt  in  immediate  economies  and  provide  a 
margin  of  available  means  to  meet  new  demands.  The  party  in 
power  is  pledged  to  economy  and  efficiency,  and  you  may  be 
assured  that  every  energy  is  being  directed  to  redeem  that 
pledge  to  the  last  degree  and  with  all  promptness. 

At  the  beginning  of  his  administration  President  Taft  se- 
cured from  Congress  the  establishment  of  an  Economy  and 
Efficiency  Commission.  It  made  a  comprehensive  survey  of 
activities,  organization,  and  personnel  of  the  whole  govern- 
ment establishment.  The  report  on  that  survey  was  never 
printed;  but  it  is  available,  and  can  be  consulted  to  determine 
where  wastages  and  overlappings  of  function  are.  That  com- 
mission further  presented  particular  suggestions  as  to  how 
specific  economies  could  be  effected,  efficiency  established,  and 
much  money  saved. 

The  problem  has  been  vastly  complicated  and  increased  as 
result  of  the  war.  The  present  Congress  has  already  provided 
for  a  Joint  Committee  on  the  Reorganization  of  the  Adminis- 
trative Branch  of  the  Government.  A  representative  of  the 
Executive  will  serve  with  this  committee,  so  that  there  is  now 
in  progress  a  thorough  study  of  the  whole  problem.  The  task 
will  require  some  time,  and  ultimate  results  must  await  it. 
More,  it  will  demand  a  resolute  courage  to  effect  the  abolition 
of  the  useless  and  the  coordination  of  the  useful. 

But  meanwhile  we  shall,  I  trust,  have  a  budget  system  in 
operation  under  the  law  before  the  opening  of  the  new  fiscal 
year.  This  is  a  long  step  toward  introducing  into  government 
the  sound  methods  that  great  private  business  establishments 
have  adopted.  I  need  not  emphasize  to  you,  gentlemen,  the 
anomalous  situation  of  the  government  heretofore  in  having  a 
great  number  of  spending  committees  apportioning  moneys  to 
various  purposes  without  any  study  of  the  relationship  between 
these  various  purposes,  and  regardless  of  the  relationship  of 
these  aggregated  spendings  to  the  revenue  in  sight.  No  busi- 
ness, no  humblest  household,  could  be  thus  conducted  without 
leading  into  disaster. 

Establishment  of  a  budget  system  is  the  foundation  on  which 
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reorganization  must  be  based.  It  is  hardly  conceivable,  indeed, 
that  a  proper  budget  system  could  be  established  and  carried 
on  for  any  considerable  time  without  forcing  attention  to  the 
evils  and  effecting  the  reform  of  many  deficiencies  in  the  present 
system.  But  tiie  budget  program  will  not  do  everything.  It 
must  not  be  accounted  a  fiscal  and  efficiency  panacea,  for  it 
will  not  be.  There  must  still  be  much  and  continuing  effort 
to  keep  expenses  down,  to  insure  full  value  for  ever\'  dollar  of 
the  taxpayer's  money  the  government  spends. 

At  this  point,  let  me  say,  too  much  stress  can  not  be  laid  on 
the  fact  that  eternal  vigilance  is  the  price  of  economy  and  effi- 
ciency. Nothing  is  easier  in  a  government  establishment  than  to 
continue  in  existence  offices,  positions,  employments,  once  they 
are  created.  It  requires  persistent,  determined,  stony-hearted 
devotion  to  the  public  interest  to  abolish  them.  There  must  be 
utter  sacrifice  of  all  sympathy  for  the  place  holder  whose  real 
reason  for  keeping  his  position  is  that  he  wants  the  salary. 
There  must  be  con.stant  examinations  to  determine  how,  in  the 
processes  of  evolving  functions  and  methods,  forces  may  be 
reduced  and  duplications  of  work  eliminated.  Inertia,  which 
is  easily  the  greatest  force  in  governmental  organizations,  must 
be  combated  at  every  point.  The  fact  that  a  thing  has  existed 
for  a  decade  or  a  century — that  things  have  been  done  in  a 
certain  way  for  a  generation — must  not  be  accepted  as  proving 
that  it  ought  to  continue  that  way.  The  men  who  conscien- 
tiously and  intelligently  do  this  work  must  not  expect  to  popu- 
larize themselves  with  the  officeholders  or  with  the  liberal 
spenders.  Even  the  administration  which  devotes  itself  relent- 
lessly to  such  work  must  understand  that  it  will  lose  a  good 
deal  of  immediate  loyalty  on  the  part  of  a  certain  class  of 
politicians,  which  will  not  be  compensated  to  it  at  once  in  the 
appreciation  of  the  public,  for  the  j)ublic  will  not  have  the  deep, 
immediate  interest  or  the  active  concern  which  will  animate  the 
person  who  finds  himself  being  pried  loose  from  the  purse 
strings. 

Nevertheless,  thankless  and  ungracious  as  the  task  will  be 
for  most  of  those  who  devote  their  efforts  to  it,  it  must,  and 
will  be  attacked,  it  is  being  attacked,  with  all  determination. 
Something  can  be  done,  even  pending  the  effective  inauguration 
of  the  budget  and  the  survey  bv  the  joint  committee,  toward 
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bettering  conditions.  In  all  the  departments,  I  may  say  to  you, 
this  sort  of  work  is  already  progressing  under  executive  orders 
within  the  power  of  the  Executive.  We  shall  need  the  full 
support  of  enlightened  public  opinion,  and,  realizing  this,  I 
am  glad  that  such  bodies  as  the  Academy  of  Political  Science, 
the  United  States  Chamber  of  Commerce,  the  engineering  so- 
cieties, and  business  organizations  generally  are  studying  and 
discussing  these  questions.  Out  of  such  counsels  will  come 
truer  appreciation  of  the  difficulties  and  magnitude  of  govern- 
ment business,  a  larger  sense  of  public  responsibility,  and  a 
highly  desirable  cooperation  between  public  and  private  busi- 
ness for  the  common  good. 
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United  States  Senator  from  Utah 

EVERY  citizen,  certainly  every  student  of  government, 
is  familiar  with  the  defects  in  the  organization  and 
procedure  of  the  federal  government.  Most  of  these 
defects  are  of  long  standing,  but  it  has  required  the  prosecution 
of  a  great  war,  and  the  attendant  expansion  of  governmental 
activity^  and  authority,  to  focus  the  public  gaze  upon  the  ways 
and  means  of  government  administration  and  upon  the  de- 
ficiencies of  our  existing  governmental  machinery.  Today, 
everyone  connected  with  the  government  service  is  keenly 
alive  to  the  necessity  for  reform  in  its  organization  and  meth- 
ods. No  more  important  questions  are  now  pending  in  Con- 
gress than  those  relative  to  the  standardization  of  salaries  of 
federal  employees,  to  the  budget  plan,  and  to  a  reorganization 
of  the  executive  departments.  These  matters  are  all  related. 
All  bear  directly  upon  the  question  of  improving  the  public 
service  and  decreasing  the  cost  of  government. 

I  should  be  ungracious  if  I  did  not  acknowledge  that  Con- 
gress is  responsive  to  the  public  interest  that  has  been  aroused 
in  questions  of  this  kind  and  I  am  glad  to  express  my  approval 
of  their  public  consideration.  It  is  impossible  to  overestimate 
the  value  of  public  discussion  of  these  questions.  My  hope 
is  to  contribute  in  some  small  measure  information  that  may 
stimulate  public  interest  and  cr}'stallize  public  opinion  con- 
cerning the  movement  to  put  our  government  upon  a  mod- 
ern businesslike  basis. 

The  government  of  the  United  States  is  probably  the  only 
great  business  establishment  in  the  world  that  conducts  its 
affairs  without  any  correlated  financial  program  or  any  con- 
sistent fiscal  polic}'.  Responsibility  for  the  government's  finan- 
cial program  is  scattered.      Not  only  is  it  shared  by  the  legis- 

1  A  paper  orig^inally  prepared  and  delivered  as  an  address  before  the 
National  Bud|^et  Committee  in  New  York,  revised  and  presented  as  a  paper 
rend  by  title  at  the  Academy  Meeting  in  New  York  City,  May  23,  1921. 
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lative  and  executive  branches  as  a  whole,  but  in  each  branch 
it  is  so  divided  and  subdivided  as  to  be  virtually  non-existent. 

On  the  executive  side  of  the  government,  each  department, 
bureau,  office,  board  and  commission  prepares  its  estimates  of 
appropriations  independently.  Neither  the  president  nor  the 
cabinet  exercises  any  real  control  over  these  estimates.  They 
are  assembled  in  the  Treasury  Department,  but  the  work  done 
there  is  purely  mechanical  and  mathematical.  The  Treasury 
has  no  authority  to  revise  or  coordinate  the  estimates  prepared 
by  bureau  chiefs  or  department  heads.  The  estimates  trans- 
mitted to  Congress  are  haphazard,  and  disjointed.  They  do 
not  represent  the  best  judgment  even  of  the  estimators  who  pre- 
pare them,  but  are  purposely  exaggerated  in  the  expectation 
that  they  will  be  reduced  by  Congress. 

A  certain  administrative  officer  said  to  me  once,  after  the 
passage  of  the  appropriation  act  carrying  the  item  for  his 
bureau,  "  Well,  Senator,  you  treated  us  all  right." 

"  What  do  you  mean,"  I  said  to  him.  "  We  cut  off  about 
one-third  of  the  amount  you  asked  for." 

"  Yes,  I  know  that,"  the  officer  replied,  "  but  when  we  pre- 
pared our  estimates  we  purposely  added  40  per  cent  to  the 
amount  we  actually  needed,  because  we  expected  the  com- 
mittee would  cut  us  down  about  in  that  proportion.  So  as  a 
matter  of  fact  we  got  all  we  expected,  and  certainly  all  we 
wanted." 

This  is  the  usual  state  of  mind  of  department  heads  and 
bureau  chiefs  with  regard  to  their  estimates. 

But  this  lack  of  responsibility — or  this  division  of  respon- 
sibility— Is  not  peculiar  to  the  executive  branch  of  the  govern- 
ment. When  the  departmental  estimates  reach  Congress  they 
are  parceled  out  in  each  House  to  a  number  of  appropriating 
committees.  There  are  seven  such  committees  in  the  Senate 
and  there  were  ten  in  the  House  of  Representatives  before  the 
consolidation  of  the  appropriating  committees  of  the  House. 
Here,  again,  the  procedure  is  loose,  and  disjointed.  The  vari- 
ous financial  requirements  of  the  government  are  not  consid- 
ered in  their  relation  to  one  another.  The  bills  making  appro- 
priations are  nowhere  brought  together  and  considered  as  a 
unit.  In  each  House,  moreover,  revenue  bills  are  assigned 
to  still  other  committees,  so  that  no  facilities  are  provided  in 
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Congress  for  the  intelligent  correlation  of  the  financial  needs 
of  the  government  with  ways  and  means  of  raising  revenue. 

Under  these  conditions  who  is  responsibile  for  the  financial 
program  of  the  government?  Not  the  heads  of  departments 
or  bureaus,  for  they  are  merely  performing  ministerial  duties 
that  are  imposed  upon  them  by  Congress.  Not  the  President, 
surely,  for  the  law  does  not  require  him  to  revise  the  depart- 
mental estimates.  Not  the  individual  committees  of  Congress, 
for  each  committee  does  only  a  relatively  small  part  in  deter- 
mining the  government's  financial  program.  Not  either 
House  of  Congress  alone,  because  each  body  constitutionally 
shares  its  respon.sibilities  with  the  other.  And  if  we  conclude 
that  Congress  as  a  whole  must  assume  the  responsibility  for  the 
financial  j)rogram  of  the  government,  we  must  make  the  reser- 
vation that  at  the  present  time  Congress  has  no  machiner}'  with 
which  to  discharge  that  responsibility  effectively. 

The  government  is  notorious  for  the  lack  of  uniformity  in 
its  systems  of  accounting.  The  administrative  officers  in  each 
department  and  establishment  have  their  own  ideas  and  tastes 
with  respect  to  methods  of  accounting  and  bookkeeping,  and 
so  we  find  today  in  the  executive  branch  of  the  government 
practically  as  many  different  systems  of  accounting  for  appro- 
priations and  funds  as  there  are  separate  executive  establish- 
ments. There  is  no  central  agency  that  has  the  power  either 
to  standardize  methods  of  accounting  or  to  collect  and  cor- 
relate information  to  show  the  cost  of  government  business. 
There  is  no  agency  which  can  give  to  Congress  or  to  the  public 
the  facts  concerning  the  business  of  the  government  that 
correspond  to  those  given  periodically  to  the  stockholders  of  any 
private  corporation  by  its  management:  the  value  of  its  re- 
sources, the  amount  and  character  of  its  obligations,  its  earn- 
ings, and  its  expenses.  It  is  therefore  not  surprising  that 
Congress  is  not  always  able  to  make  appropriations  with  the 
wisdom  the  public  has  a  right  to  expect  in  its  most  important 
legislative  body.  Lacking  definite,  classified,  continuous  in- 
formation with  regard  to  the  organization  and  activities  of 
the  executive  services.  Congress  has  been  compelled  to  resort 
to  committee  hearings  in  order  to  carrj'  out  its  constitutional 
function  of  determining  the  financial  needs  of  the  government 
and  the  manner  in  which  they  shall  be  supplied.      Necessarily, 
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owing  to  the  size  of  its  problem,  Congress  has  had  to  divide 
itself  into  numerous  sub -committees,  each  of  which  undertakes 
to  gather,  almost  at  first  hand,  the  information  required  for 
even  a  hai^  consideration  of  its  part  of  the  many-sided 
problem  of  financing  the  government. 

No  one  realizes  the  weakness  of  this  system  more  keenly 
than  I.  Appropriation  bills  are  framed  one  by  one  bj^  differ- 
ent committees,  which  are  frequently  without  the  technical 
knowledge  and  administrative  experience  necessary  to  protect 
the  public  from  the  extravagant  estimates  of  administrative 
officers  and  to  insure  adequate  provision  for  the  essential  work 
of  the  government.  Furthermore,  these  committees  have  dif- 
ferent standards  by  which  to  measure  the  requirements  of  the 
branches  of  the  service  whose  needs  they  are  considering. 
Certain  committees  achie\'e  reputations  for  generosity ;  other 
committees  lean  backwards  and  achieve  reputations  for  par- 
simony. One  of  the  reasons  lately  urged  for  the  transfer  of 
the  Coast  Guard  from  the  Treasury  Department  to  the  Navy 
Department  is,  in  effect,  that  that  service  would  get  more 
liberal  appropriations  from  the  Committee  on  Naval  Affairs 
than  from  the  Committee  in  charge  of  the  supply  bills  relating 
to  the  Treasury  Department. 

Too  often  the  personality  and  individual  effectiveness  of  the 
bureau  representative  who  appears  before  a  committee  is  a 
large  factor  in  influencing  its  action.  Just  as  courts  and  juries 
are  unconsciously  responsive  to  the  skill  of  an  attorney  in 
presenting  his  case,  so  Congressional  committees  are  uncon- 
sciously influenced  by  the  varying  abilities  of  departmental 
representatives  in  presenting  their  arguments  for  financial 
support. 

The  annual  appropriation  bills  are  usually  prepared  and 
passed  during  the  three  months  from  December  to  March.  Of 
this  time,  only  a  few  weeks  can  be  devoted  to  committee  hear- 
ings. The  committees  are  therefore  forced  to  work  under  high 
pressure  and  with  extreme  -speed.  A  subcommittee  of  five 
members  may  be  able  to  devote  but  a  few  hours  to  the  con- 
sideration of  the  requirements  of  a  bureau  that  spends  millions 
of  dollars  a  year  for  many  widely  diverse  objects.  Under  such 
conditions  as  these  it  is  not  surprising  that  an  appropriation 
bill  is  sometimes  inadequately  considered,  however  conscien- 
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tious  and  intelligent  and  industrious  may  be  the  members  of 
the  committee  considering  it. 

Congress  has  been  generous  in  authorizing  the  use  of  devices 
for  improving  business  methods  in  the  executive  departments 
and  independent  establishments.  It  listens  with  uniform  con- 
sideration to  suggestions  that  come  from  the  executive  side  of 
the  government  designed  to  imj)rt)ve  the  efTiciency  of  that 
branch.  But  it  has  been  strangely  reluctant  to  add  to  its  own 
working  facilities.  Congress  has,  of  course,  its  clerks  and 
administrative  officers,  but  no  means  have  been  provided 
whereby  Congress,  or  either  House,  or  any  committee  or  mem- 
ber of  either  House,  may  obtain  independent  and  accurate  in- 
formation concerning  the  necessity  or  the  effectiveness  of  the 
work  of  any  government  agency.  The  greatest  legislative 
body  in  the  world  is  therefore  compelled  to  base  its  most  im- 
portant actions  upon  evidence  presented  by  bureau  representa- 
tives at  committee  hearings — ex  parte  evidence,  prompted  by 
natural  human  motives  of  self-preservation  and  self-protection. 

You  are  all  more  or  less  familiar  with  the  provisions 
of  the  budget  bill.  This  act  now  definitely  charges  the 
President  with  the  duty  of  submitting  to  Congress  for  its 
consideration  a  complete  fiscal  program.  It  gives  to  the 
President,  in  the  Budget  Bureau,  the  machinery  he  needs  to 
revise  intelligently  and  to  coordinate  the  annual  estimates  of 
departments  and  bureaus.  But  what  is  more  important,  it 
fixes  upon  the  President  the  exclusive,  undivided  respon- 
sibility' for  the  financial  proposals  which  are  submitted  to 
Congress. 

To  the  General  Accounting  Office  provided  in  the  national 
budget  act  is  given  the  duty  of  prescribing  the  accounting  sys- 
tems to  be  employed  by  all  agencies  of  the  government.  If  it 
has  a  proper  conception  of  its  task  this  office  will  undertake  to 
introduce  at  once  those  much  needed  reforms  in  the  account- 
ing work  of  the  government  which  would  make  available  at  all 
times  current  and  standard  information  concerning  the  cost  of 
all  activities  of  the  government,  great  and  small. 

In  establishing  this  office,  however,  the  budget  bill  attempts 
to  do  far  more  than  merely  to  provide  a  means  to  improve  the 
accounting  procedures  of  the  government,  and  to  supply  the 
want  long  felt  by  Congress  and  the  public  for  detailed  in- 
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formation  about  the  government's  finances.  The  budget  act 
will  set  up  the  General  Accounting  Office  as  an  agency  of 
Congress;  an  agency  with  no  responsibility  whatever  to  the 
executive  branch  of  the  government;  an  agency  that  will 
keep  Congress  informed  as  to  the  details  of  departmental  busi- 
ness; an  agency  that  will  give  Congress,  or  any  committee  of 
Congress,  information  concerning  the  organization,  personnel, 
and  activities  of  every  office  in  the  executive  branch  of  the 
service.  I  have  spoken  of  the  handicaps  under  which  the  com- 
mittees of  Congress  are  now  compelled  to  work,  of  their  neces- 
sary reliance  upon  the  evidence  submitted  by  bureau  represen- 
tatives at  their  brief  hearings.  And  in  providing  a  means 
whereby  these  committees  can  obtain  complete  and  unbiased 
information  relative  to  the  activities  of  each  government  agency 
the  budget  act  promises  to  remedy  the  greatest  defect  of  our 
present  system  of  appropriating. 

It  was  on  account  of  the  obvious  intention  of  Congress  to 
have  the  General  Accounting  Office  under  its  own  control  that 
the  President  vetoed  the  budget  bill  passed  by  the  last  Congress. 
Congress  desired  an  independent  auditing  office  responsible 
to  Congress  itself.  It  sought  to  convert  the  present  nominal 
legislative  control  over  governmental  expenditures  into  a  real 
legislative  control — ^to  place  an  effective  restraint  upon  depart- 
ment heads  and  administrative  officers  generally.  I  am  not 
prepared  to  say  that  the  President's  veto  was  badly  advised. 
I  am  not  prepared  to  say  that  the  budget  bill  as  it  was  adopted 
did  not  confer  upon  the  proposed  General  Accounting  Office 
administrative  functions  of  the  first  importance,  functions  which 
should  continue  to  be  performed  under  the  supervision  of  the 
executive  branch  of  the  government.  The  General  Account- 
ing Office  was  to  assume  all  the  duties  now  performed  by  the 
Comptroller  and  the  six  Auditors  of  the  Treasury.  These 
officers  now  audit  the  accounts  of  all  disbursing  and  collecting 
agents  attached  to  the  various  executive  departments  and  in- 
dependent establishments,  in.  order  to  keep  a  check  upon  their 
fidelity.  They  pass  upon  the  requisitions  of  disbursing  agents 
for  advances  of  funds  from  which  to  make  payments  to  credi- 
tors of  the  government;  and  no  advances  of  funds  may  be 
made  without  their  approval.  They  have  the  custody  of  all 
original  vouchers,  pay  rolls,  and  other  evidences  of  the  financial 
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transactions  of  the  government.  They  superintend  the  recov- 
er>'  of  debtii  due  the  United  States.  They  render  advance 
decisions,  which  are  binding  upon  aJl  officers  of  the  govern- 
ment, in  questions  involving  contemplated  disbursements  of 
public  funds.  They  audit,  in  advance,  thousands  and  thousands 
of  payments  made  directly  by  the  Treasury.  Without  their 
prior  approval  not  one  cent  of  the  funds  of  the  government 
may  leave  the  Treasury,  for  any  purpose  whatsoever. 

It  was  my  own  preference  and  the  preference  of  a  majority 
of  the  Senate,  as  expressed  in  the  bill  as  it  originally  passed 
the  Senate,  that  Congress  make  no  effort  to  assume  jurisdiction 
over  the  routine  and  administrative  procedure  involved  in  the 
audit  and  settlement  of  the  public  accounts  as  now  conducted 
by  the  accounting  officers  of  the  Treasury.  It  was  my  prefer- 
ence that  this  procedure  be  left  under  the  direction  of  the 
E.xecutive,  and  that  Congress  should  provide  another  agency 
for  its  own  purposes — an  agency  without  administrative  func- 
tions, and  with  no  connection  of  any  sort  with  the  routine 
procedure  involved  in  the  payment  of  public  obligations.  But 
however  these  matters  are  finally  settled.  Congress  must  event- 
ually equip  itself  with  some  agency  to  keep  it  constantly  in- 
formed regarding  the  activities  of  all  branches  of  the  public 
service.  When  this  agency  has  been  provided,  when  account- 
ing systems  have  been  standardized,  and  when  responsibility 
has  been  fixed  upon  the  President  for  the  submission  of  a  finan- 
cial program,  we  shall  then  have  a  firm  foundation  for  in- 
telligent and  constructive  appropriation  legislation  by  Congress. 
It  will  then  be  worth  while  to  centralize  the  authority  over  such 
legislation  and  perhaps  to  concentrate  in  a  single  committee  of 
each  House  the  power  to  report  money  bills. 

Congress  is  about  to  undertake  a  comprehensive  surve\'  of 
the  machiner}'  of  government  as  it  is  now  in  operation,  with  a 
view  to  thoroughly  overhauling  it.  A  Joint  Congressional 
Committee  on  Reorganization  has  been  established,  consisting 
of  three  members  of  the  Senate  and  three  members  of  the  House 
of  Representatives,  and  a  representative  of  the  President  who  is 
the  chairman  of  the  committee.  It  is  the  dut}'  of  this  Committee, 
first,  to  make  a  survey  of  the  administrative  services  of  the  gov- 
ernment for  the  purpose  of  ascertaining  fully  their  authority, 
powers,  and  duties,  their  distribution  among  the  executive  de- 
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partments,  and  the  duplication  of  their  work;  and,  second,  to 
determine  what  redistribution  of  work  and  what  rearrangement 
of  services  should  be  made  to  the  end  that  each  executive  de- 
partment shall  embrace  only  services  closely  related  to  one  an- 
other and  to  the  major  purposes  of  the  departments  to  which 
they  belong. 

The  Joint  Committee  on  Reorganization  fully  realizes  the 
magnitude  of  its  work  and  the  responsibility  that  rests  upon 
Congress  to  correct  existing  defects.  Practically  all  the 
anomalies  and  incongruities  of  organization  and  procedure  in 
the  federal  establishment  are  the  result  of  legislative  enact- 
ment. The  executive  departments  and  independent  establish- 
ments as  they  exist  today  are  not  the  product  of  careful  plan- 
ning. They  are  the  result  of  piecemeal  legislation  by  successive 
congresses,  each  one  of  which  has  added  new  bureaus,  created 
new  offices,  and  assigned  new  duties,  usually  in  response  to  the 
demands  of  particular  interests,  and  rarely  with  due  regard  to 
the  effect  of  its  action  upon  the  departmental  structure  as  a 
whole.  Everyone  knows,  in  a  general  way,  what  is  wrong  with 
our  governmental  establishment.  The  greatest  trouble  is  prob- 
ably the  lack  of  control  of  departmental  expenditures  and  the 
absence  of  any  real  responsibility  for  the  economical  perform- 
ance of  the  functions  that  are  assigned  to  the  executive  services. 
There  are  also  certain  mechanical  or  structural  defects,  which 
must  be  corrected  before  effective  and  economical  administra- 
tion can  be  achieved.  The  principal  of  these  structural  de- 
fects are,  first,  the  scattering  of  similar  services,  services  per- 
forming the  same  or  analogous  work,  among  a  number  of 
departments;  and,  second,  the  inclusion  in  a  single  department 
of  agencies  performing  work  of  different  kinds,  frequently  work 
that  has  no  real  connection  with  the  major  objects  or  pur- 
poses which  the  department  was  established  to  accomplish. 

Many  examples  of  these  particular  faults  in  the  organization 
of  the  Government  could  be  cited.  You  are  all  familiar,  of 
course,  with  the  assertions  frequently  made  that  such  and  such 
a  number  of  federal  agencies  are  engaged  in  engineering  oper- 
ations, that  so  many  are  conducting  educational  activities,  that 
so  many  are  doing  health  work,  and  so  on.  These  assertions 
are  made  by  persons  who  take  little  or  no  account  of  the  in- 
evitable complexity  of  our  governmental  organization.    But  it  is 
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nevertheless  true  that  there  is  not  in  our  executive  departments 
a  sufticient  concentration  and  coordination  of  similar  or 
analogous  work.  The  Bureau  of  Education  of  the  Depart- 
ment of  the  Interior,  the  States  Relations  Service  of  the  Depart- 
ment of  .Agriculture,  and  two  independent  establishments,  the 
Federal  Board  for  Vocational  Education  and  the  Interdepart- 
mental Social  Hygiene  Board,  all  apportion  Federal  funds  to 
State  schools  and  colleges  to  be  used  for  education.  Again, 
the  Coast  and  Geodetic  Survey  of  the  Department  of  Com- 
merce, the  Lakes  Survey  Office  of  the  War  Department,  and 
the  Hydrographic  Office  of  the  Navy  Department  all  conduct 
marine  surveys,  all  make  navigational  charts  and  maps.  Prac- 
tically the  only  difference  between  the  work  of  these  organiza- 
tions is  that  of  the  geographical  areas  covered.  Engineering 
work  on  a  large  scale — I  refer  to  civil  engineering  work  of  a 
general  public  character — is  carried  on  extensively  by  four  or 
five  departments.  The  Bureau  of  Public  Roads  of  the  Depart- 
ment of  Agriculture  has  supervision  over  the  government's 
road-building  program.  The  construction  of  public  buildings 
is  entrusted  to  the  Office  of  the  Supervising  Architect,  in  the 
Treasury  Department.  One  of  the  greatest  engineering  prob- 
lems of  the  government  is  that  of  reclaiming  arid  lands  by 
constructing  and  operating  irrigation  systems.  This  work 
is  done  by  the  Reclamation  Service,  of  the  Interior  Depart- 
ment. The  improvement  of  rivers  and  harbors  and  the  pres- 
ervation and  regulation  of  our  inland  navigable  waters  is  in 
charge  of  the  Corps  of  Engineers  of  the  Army.  Engineering 
work  in  Alaska  is  entrusted  to  still  other  agencies.  All  these 
services  deal  with  similar  problems,  and  there  seems  to  be  no 
doubt  that  their  maintenance  and  operation  in  different  de- 
partments, under  separate  management,  results  in  inferior  su- 
pervision, in  excessive  cost,  and  in  a  lack  of  permanent  and 
definite  administrative  policies  for  planning  and  carr}'ing  out 
the  government's  public  works  program.  These  are  not 
merely  isolated  examples;  they  are  characteristic  of  our  pres- 
ent government  organization.  The  form  of  our  existing  de- 
partments and  the  assignment  of  work  among  them  is  largely 
accidental;  and  it  is  therefore  inevitable  that  they  should  en- 
croach upon  one  another's  fields  and  that  many  of  them  should 
perform  similar  work. 
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The  second  important  structural  fault  of  which  I  have  spoken 
lies  in  the  composition  of  certain  of  our  executive  departments. 
Everyone  will  agree  that  each  governmental  establishment 
should,  so  far  as  possible,  be  a  homogeneous  unit — that  it 
should  be  composed  wholly  of  services  that  have  close  work- 
ing relations  with  one  another  and  that  unite  to  axhieve  a 
common  purpose.  Yet  some  of  our  executive  departments  in- 
clude bureaus  and  offices  whose  work  bears  no  relation  to  the 
work  of  other  branches  of  the  same  departments  or  to  the 
major  purposes  of  the  departments  themselves.  In  the  Treas- 
ury Department,  for  example,  which  was  established  to  collect 
the  revenues  and  to  have  custody  of  the  public  funds — in  a 
word,  to  administer  the  fiscal  affairs  of  the  government — we 
find  the  Coast  Guard,  an  agency  whose  duty  is  to  protect 
navigation  along  our  coasts;  the  Public  Health  Service,  in 
these  days  largely  given  over  to  the  maintenance  of  hospitals 
for  the  care  of  disabled  veterans  of  our  war  with  Germany; 
the  Office  of  the  Supervising  Architect,  maintained  for  the 
purpose  of  constructing  and  operating  federal  buildings;  and 
the  Bureau  of  War  Risk  Insurance,  which  pays  compensation 
and  provides  insurance  to  soldiers  and  sailors.  In  the  War 
Department,  we  find  a  large  part  of  the  engineering  activities 
of  the  government,  including  the  improv^ement  of  rivers  and 
harbors,  and  the  maintenance  of  public  buildings  and  parks  in 
the  District  of  Columbia.  We  find  there  also  the  Inland  and 
Coastwise  Waterways  Service,  which  operates  public  transpor- 
tation facilities  on  certain  inland  canals  and  waterways ;  and 
we  find  there  the  agencies  that  have  charge  of  our  relations 
with  the  civil  governments  of  our  principal  colonies,  the 
Philippines  and  Porto  Rico.  In  the  Interior  Department  we 
find  the  services  that  are  charged  with  the  administration  of 
the  public  domain  in  its  various  aspects.  But  we  also  find  that 
the  Interior  Department  takes  care  of  our  relations  with  the 
territories  of  Alaska  and  Hawaii  and  with  Indian  tribes ;  that  it 
aids  and  encourages  public  education  ;  that  it  issues  patents 
and  trade-marks;  and  that  it  has  charge  of  the  repair,  and  to 
some  extent  the  operation,  of  the  Capitol  buildings  and  grounds. 
Finally,  we  find  that  the  Interior  Department  supervises  the 
administration  of  certain  hospitals,  schools,  and  other  similar 
institutions. 
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Such  conditions  as  these  are  unfortunate,  but  natural.  They 
are  the  inevitable  result  of  the  growth  of  our  governmental 
establishment.  But  it  is  certainly  time  that  the  government 
should  pause  and  take  stock — it  is  time  that  its  administrative 
machinery  should  be  overhauled  and  put  in  order,  and  that 
the  mechanical  and  structural  flaws  in  its  organization  should 
be  eliminated.  It  is  this  task  to  which  the  Joint  Committee  on 
Reorganization  is  preparing  to  address  itself,  the  task  of  mak- 
ing that  improvement  in  the  ways  and  means  of  public  ad- 
ministration— in  what  might  be  termed  the  mechanics  of  gov- 
ernment— without  which  there  can  be  little  improvement  in  the 
quality  of  the  service  performed  and  little  reduction  in  its  cost. 

In  making  its  survey  the  Committee  will  of  course  have 
the  advantage  of  much  work  that  has  already  been  done.  The 
information  collected  and  the  suggestions  will  be  of  great  as- 
sistance. The  work  of  the  committees  of  the  House  and  the 
Senate  that  have  considered  the  establishment  of  a  Federal 
Budget  system,  and  that  have  formulated  the  budget  program 
of  which  I  have  spoken,  will  be  ver>'  valuable.  The  question 
of  introducing  reforms  in  the  fiscal  methods  of  the  government 
is  of  course  a  part  of  the  larger  question  of  overhauling  and 
reorganizing  the  executive  machinery  ;  and  the  Joint  Committee 
on  Reorganization  will  doubtless  find  it  necessary'  to  include 
in  its  plans  for  the  regrouping  of  government  agencies  and 
the  reassignment  of  their  duties,  specific  recommendations  de- 
signed to  insure  a  proper  coordination  and  control  of  their 
activities  through  the  medium  of  the  budget.  The  Committee 
will  fix  no  definite  limitation  upon  the  scope  of  the  work  it  is 
to  do.  It  will  consider  the  problem  of  governmental  adminis- 
tration from  every  angle,  and  it  will  search  out  and  seek  to 
remove  the  causes  of  inefficiency  and  extravagance  in  the  man- 
agement of  public  aff"airs,  whatever  those  causes  may  be. 

As  one  instance  of  the  well  known  faults  of  our  government 
organization,  I  wish  to  refer  to  the  loose  purchasing  methods 
that  prevail — methods  which  permit  the  squandering  of  public 
funds  for  needless  equipment.  During  the  recent  war,  the 
military  establishment  owned  391,999  horses  and  mules.  Ac- 
cording to  evidence  brought  out  by  the  Committee  of  the  House 
of  Representatives  appointed  to  investigate  War  Department 
expenditures,  the  War  Department  purchased  for  these  391,- 

(444) 


No.  3]  REFORMS  IN  THE  FEDERAL  GOVERNMENT  115 

000  horses  and  mules,  1,600,000  horse  brushes,  2,000,000  nose 
feed-bags,  1,150,000  horse  covers,  and  2,850,000  halters.  It 
ordered,  for  use  on  these  391,000  horses  and  mules,  945,000 
saddles,  and  over  1,000,000  sets  of  double  harness.  Go  about  in 
Washington  today,  and  you  will  be  struck  by  the  number  of 
automobile  trucks  and  passenger  automobiles  which  fly  about 
the  streets  under  government  labels.  Some  of  these  auto- 
mobiles and  trucks  you  will  find  are  just  out  of  the  factory. 
All  this  at  a  time  when  "  economy  and  retrenchment "  is  the 
slogan — at  a  time  when  the  War  Department  has  in  its  ware- 
houses thousands  of  machines  for  which  it  has  no  need,  and 
when  it  has  just  completed  the  sale  of  thousands  of  other 
machines,  at  nominal  prices,  as  surplus  property.  The  United 
States  government  should  have  a  purchasing  branch.  It 
should  take  away  from  the  several  departments,  bureaus, 
boards,  and  commissions,  their  present  unrestricted  authority 
to  make  independent  purchases.  It  should  no  longer  depend 
upon  an  interdepartmental  committee  to  award  the  contracts 
for  the  vast  quantities  of  materials  required  by  the  various 
branches  of  the  service.  It  should  set  up  an  active  purchasing 
department,  with  adequate  storage  facilities,  with  a  competent 
staff"  trained  in  the  technical  business  of  determining  and 
supplying  the  material  needs  of  all  executive  agencies.  Only 
in  this  way  can  the  government  obtain  that  check  upon  pur- 
chasing methods  which  is  necessary  to  eliminate  waste  and 
extravagance  in  the  acquisition  and  use  of  equipment  •  and 
supplies. 

Before  concluding  I  desire  to  refer  to  the  claim  made  by 
certain  critics  of  the  government  that  vast  sums  of  public 
money  will  be  saved  by  the  proposed  reorganization  of  our 
executive  departments  and  the  establishment  of  better  busi- 
ness methods  in  the  Federal  service.  These  critics  were  once 
content  to  say  that  hundreds  of  millions  of  dollars  were  wasted 
each  year  by  the  United  States  Government.  They  are  now 
claiming  that  the  mismanagem'ent  and  faulty  organization  of 
our  executive  agencies  cause  financial  losses  that  can  be  ex- 
pressed only  in  terms  of  billions.  Even  a  casual  analysis  of 
the  current  appropriations  will  show  the  fallaciousness  of  such 
claims  as  these. 
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The  total  ordinary  appropriations  for  the  expenses  of  the 
Government  for  the  current  fiscal  year  (1921)  were  ap- 
proximately     $4,673,000,000 


Of  this  amount,  there  was  appropriated  for  pensions,  com- 
pensation, and  hospital  tn^atment  for  ex-soldiors  and  sailors 
and  their  dependents — veterans  of  the  Civil  War,  the  Spanish 
American  War,  and  our  war  with  Grermany 572,000,000 

For  interest  on  the  public  debt,  and  the  necessary  sinking 
fund  contributions  to  provide  for  the  retirement  of  the 
public  debt  1,240,000,000 

To  supply   the   deficit   occasioned   by   Federal   operation   of 

railways  1,025,000,000 

For  the  postal  service,  which  each  year  returns  to  the  Treas- 
ury in  revenues  practically  the  entire  amount  appropriated        498,000,000 


Thus,  of  the  $4,673,000,000  appropriated  for  all  expenses  of 
the  government  for  the  fiscal  year  1921,  the  sum  of 
$3,335,000,000  was  required  to  cover  what  might  perhaps 
be  called  the  fixed  charges  pertaining  to  the  Federal 
establishment — expenditures  which  can  in  no  way  bo  cur- 
tailed by  reforms  in  our  budgetary  procedure  or  by  depart- 
mental reorganization    3,335,000.000 

The  sum  of  $856,000,000  was  allotted  for  the  maintenance  of 
our  Army  and  Navy,  while  only  $482,000,000,  or  approxi- 
mately lli/^  per  cent  of  the  total  amount  appropriated, 
is  for  the  ordinary  expenses  of  the  civil  establishments  of 
the  Government,  exclusive  of  the  Postal  Ser\-ice.  These  two 
items  aggregate  $1,338,000,000,  or  28j^  per  cent  of  the 
total  budget  for  the  current  fisc<al  year 1,338,000,000 


It  is  this  portion  of  tlie  total  expentliturcs  of  the  govern- 
ment that  will  furnish  the  principal  field  for  the  operations  of 
the  new  Budget  Bureau.  It  is  this  item  in  the  total  bill 
of  federal  e.\j)enses  that  we  hope  to  reduce  by  reorganizing 
the  government  departments  and  establishing  them  upon  a 
strictly  business  basis.  I  do  not  wish  to  minimize  or  belittle  the 
results  that  may  be  achieved  by  thoroughly  overhauling  the 
organization  and  the  financial  practices  c^f  the  government  but 
I  do  desire  to  present  the  simple  facts  with  regard  to  the 
several  elements  in  the  })resent  hea\y  burden  upon  the  nation 
for  the  maintenance  of  the  Federal  establishment. 

We  have  just  fought  a  great  war,  and  we  are  now  paying 
the  price.  Our  national  budget  is  composed  chiefly  of  items 
necessar)'  to  liquidate  the  cost  of  our  recent  mobilization  and 
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maintenance  of  vast  military  forces.  We  have  a  public  debt  of 
unprecedented  size.  For  many  years  we  must  pay  interest  on 
that  debt,  and  must  withdraw  from  our  annual  revenues  the 
amounts  necessary  to  provide  for  its  gradual  extinction.  We 
have  thousands  of  disabled  soldiers,  and  for  a  long  time  the 
bills  for  their  treatment  in  hospitals,  their  rehabilitation,  their 
insurance,  pensions,  and  compensation,  will  form  necessary  and 
proper  charges  against  the  public  Treasury.  Moreover,  we 
must  continue  to  make  adequate  provision  for  maintaining  our 
Navy  and  our  Army  in  order  to  preserve  our  national  integrity 
and  to  insure  international  peace.  These  items — which  I  have 
spoken  of  as  our  national  fixed  charges — are  costly.  They  will 
be  heavy  for  many  years,  in  spite  of  budgetary  reforms — in 
spite  of  the  most  thorough  reorganization  of  the  federal 
departments. 

It  is  the  duty  of  Congress  to  give  expression  in  the  laws 
to  the  will  of  the  people  for  the  regulation  and  administration 
of  public  business.  Its  action  can  not  be  other  than  that  de- 
manded by  the  majority  of  the  electorate.  If  there  is  a  popu- 
lar demand  for  universal  military  training,  the  country  will 
have  universal  military  training,  whatever  its  cost.  If  the 
public  manifests  a  desire  to  pay  a  bonus  to  all  ex-service  men 
— whether  rich  or  poor,  disabled  or  fit — the  ex-service  men  will 
have  their  bonus,  regardless  of  the  increased  burden  upon  the 
public  Treasury.  The  public  must  educate  itself,  must  discuss 
national  problems,  must  decide  intelligently  with  respect  to 
questions  of  public  policy,  before  the  national  government  can 
practice  every  possible  economy^  Congress  today  hears  a 
great  cry  for  the  institution  of  a  national  budget  in  order  to 
reduce  government  expenditures;  but  that  cry  is  no  louder 
than  the  demand  heard  on  all  sides  for  the  soldiers'  bonus, 
which  would  increase  government  expenditures  many  times 
more  than  they  could  be  reduced  by  the  most  effective  budget 
system  that  could  be  designed.  For  many  months  we  have 
heard  agitated  the  question  of  reorganizing  our  executive  de- 
partments in  order  to  reduce  the  strain  on  the  public  Treasury ; 
but  this  proposal  has  perhaps  no  greater  measure  of  popular 
support  than  proposals  for  universal  military  training,  for 
farmers'  relief  legislation,  for  unlimited  appropriations  for 
education,  and  many  other  similar  proposals,  which  would  add 
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billions  to  the  federal  cxjA-'nciitures.  As  citizens  of  this  great 
country,  we  must  analyze  and  study  our  common  problems. 
We  must  give  intelligent  and  impartial  consideration  to  the 
very  complicated  questions  involved  in  the  administration  of 
our  government  institutions.  We  must  take  politics  seriously. 
We  must  be  able  to  measure  suggestions  accurately,  from  what- 
ever sources  they  come,  for  the  entrance  of  the  governnlent 
upon  new  fields  of  activity  for  sj)ecial  action  by  the  govern- 
ment in  the  interest  of  any  particular  group  or  class  of  people, 
for  governmental  expansion — all  suggestions,  in  a  word,  that 
involve  additions  to  the  already  heavy  financial  burden  of  the 
federal  establishment.  There  is  no  royal  road  to  economy  in 
public  administration.  Ours  is  a  government  of  the  people. 
And  if  the  people  demand  a  sharp  curtailment  of  government 
expenditures,  expenditures  •will  be  curtailed  as  rapidly  as  is 
consistent  with  the  preservation  of  our  national  integrity  and 
the  maintenance  of  the  public  credit. 
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THE  PROBLEM  OF  THE  REORGANIZATION  OF 
THE  FEDERAL  GOVERNMENT' 

HERBERT  C.  HOOVER 
Secretary  of  Commerce 

THERE  is  one  problem  of  the  new  administration  that 
has  received  the  attention  and  thought  of  the  organ- 
ized engineers  of  America  for  many  years  past.  This 
is  the  problem  of  the  reorganization  of  the  federal  government. 
The  inadequacy,  the  wastefulness,  and  the  inefficiency  of  our 
federal  organization  was  evident  enough  under  pre-war  con- 
ditions. These  inadequacies,  these  inefficiencies,  these  wastes 
were  exhibited  to  the  country  during  the  war  at  the  cost  of 
millions. 

Congress  has  placed  the  problem  in  the  hands  of  a  very  able 
Congressional  Joint  Committee.  But  if  this  committee  suc- 
ceeds in  securing  the  eminently  necessary  results  it  will  only 
be  by  full  insistent  support  of  it  by  public  opinion.  Many  at- 
tempts have  been  made  at  reorganization  before  but  all  of 
them  have  gone  to  the  same  crematory — the  interminable  dif- 
ferences in  opinion  among  the  executive  and  legislative  offi- 
cials over  details. 

To  any  student  of  federal  organization,  one  sweeping  and 
fundamental  necessity  stands  out  above  all  others,  and  that  is 
that  the  administrative  units  of  the  government  must  be  re- 
grouped so  as  to  give  each  of  the  great  departments  more 
nearly  a  single  purpose.  The  hodge-podge  of  aims  in  certain 
administrative  branches  is  scarcely  believable  when  we  con- 
sider our  national  pride  and  skill  in  organization.  Such  func- 
tions as  public  domain,  public  works,  assistance  to  veterans, 
public  health  functions,  aids  to  navigation,  to  industry,  to 
trade,  purchasing  of  major  supplies,  are  each  and  every  one 
scattered  over  from  four  to  eight  departments,  most  of  which 
are  devoted  to  some  other  major  purpose. 

Economies  can  be  accomplished  from  a  public  point  of  view 
by  an   elimination   of  the  overlap   in  these   different  units  of 

1  A  paper  submitted  and  read  by  title  at  the  Academy  meeting  in  New 
York  City,  May  23,  1921,  prepared  originally  as  part  of  an  address  at  the 
Engineers'  Club  of  Philadelphia,  Pa.,  April  16,  1921,  which  was  printed  in 
full  in  The  Journal  of  the  Engineers'  Club  of  Philadelphia,  May,  1921. 
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administration  through  unification  into  groups  of  similar  pur- 
pose. The  real  economy  to  the  nation,  however,  does  not  lie 
here,  however  great  this  may  be,  but  it  lies  in  their  more 
effective  functioning  in  their  daily  relation  to  the  public.  The 
extra  cost  imposed  upon  business  in  general  in  the  determin- 
ation of  the  relation  of  any  particular  business  to  the  different 
functions  of  the  government,  with  the  unnecessarily  duplicat- 
ing interferences  and  demands  is  a  real  charge  on  national 
wealth,  probably  as  great  in  some  directions  as  the  actual 
costs  of  the  administrations  themselves. 

Of  equal  importance  with  economy  is  to  secure  effective 
concentration  of  government  effort  into  service  to  the  com- 
munity. No  constructive  vision  or  policies  can  be  built  around 
a  national  service  directed  by  from  two  to  ten  cabinet  members, 
more  especially  when  this  particular  purpose  is  a  side  issue  to 
all  of  them.  No  better  example  of  this  exists  than  the 
deplorable  handling  of  our  relations  to  our  veterans. 

There  are  other  reasons  that  render  reorganization  impera- 
tive. The  changed  economic  situation  of  the  world  demands 
that  the  functions  of  the  government  in  aid  to  commerce  and 
industry'  be  given  more  concentration  and  wider  scope. 

The  enlarged  activities  of  the  government  as  a  result  of  the 
war  greatly  affect  certain  departments.  The  Treasur}-  today 
as  the  fiscal  office  of  the  government  must  handle  an  annual 
budget  of  $5,000,000,000  as  compared  with  $1,000,000,000 
pre-war.  Activities  of  the  army  have  increased  from  a  budget 
of  $200,000,000  to  $400,000,000 ;  activities  of  the  na\y  have 
increased  from  a  budget  of  $125,000,000  to  $425,000,000. 
Thus  the  burden  and  responsibilities  for  the  major  purposes  of 
these  departments  have  been  enormously  increased.  I  believe 
it  is  the  consensus  of  opinion  of  the  gentlemen  conducting  these 
departments  that  in  the  interests  of  efficiency  the}-  should  not 
be  called  to  responsibilit\'  for  the  administration  of  at  least 
some  of  the  matters  not  pertinent  to  their  major  functions 
which  clutter  their  departments. 

We  have  also  some  confusion  bewcen  executive,  advisor}', 
and  .«;emi-judicial  functions.  One  of  the  tendencies  of  govern- 
ment both  local  and  national  during  the  last  twenty  years  has 
been  to  add  executive  functions  to  commissions  and  boards 
created  primarily  for  advisory  or  regulatory  purposes.  It  re- 
quires no  argument  with  our  business  public  that  the  executive 
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functions  can  not  rise  to  high  efficiency  in  the  hands  of  govern- 
ment boards  where  from  the  very  nature  of  things  each  mem- 
ber has  a  separate  responsibility  to  the  public  and  is  primarily 
engaged  in  a  semi-judicial  function. 

Furthermore,  during  the  last  few  years  there  has  been  a 
great  growth  of  independent  agencies  in  the  government  re- 
porting directly  to  the  President  until  his  office  is  overburdened 
almost  beyond  the  point  of  endurance.  The  original  and 
sound  conception  was  that  the  executive  functions  should  be 
reported  up  to  the  President  directly  through  his  cabinet  offi- 
cials. Not  only  do  these  outside  functions  today  overburden 
the  President,  but  they  render  coordination  with  executive  de- 
partments extremely  difficult.  It  is  neither  possible  nor 
advisable  to  place  all  these  outside  organizations  into  the  de- 
partments, but  much  could  be  done  to  mitigate  the  situation. 

One  of  the  great  steps  in  federal  reorganization  is  the 
erection  of  a  budget  system,  with  its  necessary  reorganization 
of  the  Congressional  committees.  There  can  be  no  doubt  as 
to  the  early  accomplishment  of  this  great  reform,  but  it  will 
not  serve  its  real  purpose  until  the  departments  have  been 
reorganized  so  that  they  represent  a  common  purpose.  With- 
out this,  Congress  will  never  have  before  it  budgets  showing 
the  expenditure  of  the  government  in  its  relation  to  any 
particular  function. 

I  have  daily  evidence  in  the  department  of  Commerce  of 
all  these  forces.  The  question  of  governmental  aids  to  navi- 
gation is  not  by  any  means  one  of  the  principal  functions  of 
our  government,  but  it  must  be  a  sore  trial  to  the  hardy  mariner. 
He  must  obtain  his  domestic  charts  from  the  department  of 
Commerce,  his  foreign  charts  from  the  Navy  department,  and 
his  nautical  almanac  from  the  Naval  Observatory — and  he  will 
in  some  circumstances  get  sailing  directions  from  the  Army. 
In  a  fog  he  may  get  radio  signals  from  both  the  Navy  and 
Commerce,  and  listen  to  fog  horns  and  look  for  lights  and 
buoys  provided  him  by  Commerce;  if  he  sinks  his  life  is  saved 
by  the  Treasury.  He  will  anchor  at  the  direction  of  the  Army, 
who  rely  upon  the  Treasury  to  enforce  their  will.  His  boilers 
and  lifeboats  are  inspected  by  the  department  of  Commerce; 
his  crew  is  certificated  by  one  bureau  in  Commerce,  signed 
off  in  the  presence  of  another,  and  inspected  at  sailing  by 
the  Treasury,  and  on  arrival  by  the  department  of  Labor. 
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It  is  possible  to  relate  the  same  sort  of  story  in  our  govern- 
mental relations  to  industry  to  our  domestiq  and  foreign 
commerce. 

The  moral  of  all  this  is  that  economy  could  be  made  by 
placing  most  of  these  functions  under  one  head,  not  only 
economy  to  the  government  but  to  the  mariner.  Congress 
would  know  what  it  spends  in  aid  to  navigation  and  the  gov- 
ernment could  develop  definite  policies  in  giving  proper  assist- 
ance and  lastly  could  remove  from  the  hardy  mariner's  mind 
his  well  founded  contempt  for  the  government  as  a  business 
organization. 

The  economic  changes  in  the  world,  growing  out  of  the  war, 
and  their  reflex  upon  our  trade  and  industry  make  it  vital  if  we 
are  to  maintain  our  standards  of  living  against  increasing 
ferocity  of  competition  that  we  shall  concentrate  and  enlarge 
our  national  effort  in  the  aid,  protection,  stimulation  and  per- 
fection of  our  industrial  and  commercial  life.  There  can  be 
no  real  department  of  Commerce  or  commercial  p>olicies  to 
these  broad  purposes  so  long  as  the  instrumentalities  of  the 
government  bearing  on  these  questions  lie  in  half  a  dozen 
departments. 

We  want  no  paternalism  in  government.  We  do  need  in 
government  aids  to  business  in  a  collective  sense.  In  a  de- 
partment we  do  not  want  to  either  engage  in  business  or  to 
regulate  business.  We  need  a  department  that  can  give  prompt 
and  accurate  diagnosis  from  both  a  foreign  and  domestic  point 
of  view  of  economic  events,  of  economic  tendencies ;  of  economic 
ills;  that  can  promptly  and  accurately  survey  economic  oppor- 
tunity-, economic  discrimination  and  opposition ;  that  can  give 
scientific  advice  and  assistance  and  stability  to  industry  in 
furnishing  it  with  prompt  and  accurate  data  upon  production, 
supplies  and  consumption  ;  that  can  cooperate  with  it  in  find- 
ing standards  and  simplifications;  that  can  by  broad  study 
promote  national  conservation  in  industry'  and  the  elimination 
of  wai^te;  that  can  study  and  ventilate  the  commercial  side  of 
our  power  possibilities;  that  can  study  and  advise  national 
policies  in  development  of  rail,  water,  and  overseas  transpor- 
tation ;  that,  in  fact  covers,  so  far  as  government  functions  can 
cover,  the  broad  commercial  problems  of  trade,  industry,  and 
transportation.  This  can  be  accomplished  more  by  coordin- 
ation of  existing  governmental  facilities  than  bv  increased 
expenditures. 
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IMPORTANT  ASPECTS  OF  ADMINISTRATIVE  RE- 
FORM IN  THE  FEDERAL  GOVERNMENT' 

WILL  H.  HAYS 
Postmaster  Greneral 

THE  tasks  ahead  will  measure  the  brain  and  heart  of 
America.  The  guidance  is  in  good  hands.  From  the 
time  of  the  nomination  until  now,  I  have  discussed 
matters  with  President  Harding  in  as  serious  a  manner  as  men 
can  talk,  and  of  as  important  subject  matter  as  can  be  dis- 
cussed. President  Harding  possesses  just  those  vital  qualities 
of  mind  and  heart  necessary  today  and  in  the  time  ahead. 
His  poise  of  mind,  his  soundness  of  judgment,  his  hold  on  fun- 
damentals, his  appreciation  of  the  needs  of  today  and  of  to- 
morrow, his  love  of  the  people  from  whom  he  came  and  of 
whom  he  is  one,  and  his  faith  in  them ;  his  magnificent  grasp 
of  large  affairs,  his  great  native  ability  and  his  training  in 
statesmanship,  his  regard  for  the  opinion  of  others,  his  experi- 
ence and  success  in  the  handling  of  men,  his  proper  apprecia- 
tion of  his  country's  position  as  a  responsible  factor  in  the 
world's  future,  but  with  the  fullest  realization  of  the  absolute 
importance  of  our  own  supreme  nationalism,  his  sterling 
Americanism,  his  righteous  character  and  manhood,  and  withal 
his  thorough  humanness,  all  qualify  him  in  the  most  exceptional 
degree  for  his  tremendous  responsibilities.  He  will  make  a 
great  President.  The  country  will  love  him,  trust  him  and 
follow  him,  just  as  all  who  know  him  love  and  trust  him;  and 
the  world  will  honor  him. 

He  is  no  longer  the  candidate;  he  is  in  no  sense  a  partisan 
president;  he  is  the  president  of  us  all — with  enough  demo- 
crats voting  for  him  to  give  them  a  fifty  per  cent  equity  in 
him — and  we  may  look  with  the  most  complete  confidence  to 
his  performance.  He  means  very,  very  much,  indeed,  to  the 
country's  welfare. 

1  A  paper  submitted  and  read  by  title  at  the  Academy  meeting  in  New 
York  City,  May  23,  1921,  containing  parts  of  an  address  delivered  before 
the  American  Newspaper  Publishers'  Association  in  New  York  City,  April 
28,  1921,  and  supplementary  material  relating  to  postal  savings. 
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General  Purposes 

I  would  not  presume,  of  course,  to  violate  the  proprieties 
by  in  any  way  attempting  to  indicate  the  purposes  of  the  ad- 
ministration. I  can  imagine,  however,  that  if  we  were  to  refer 
to  the  future  in  this  regard  we  may  vision  with  hope  and 
assurance  the  administration  moving  out  immediately  to  make 
certain : 

( 1 )  An  honest,  efficient  and  economical  business  adminis- 
tration of  the  country's  affairs. 

(2)  That  there  be  immediately  developed  and  executed  a 
plan  for  the  reduction  and  equalization  of  taxes,  with  the 
repeal  of  the  taxes  which  kill  initiative,  and  the  spreading  of 
the  war  debt  over  a  great  number  of  years. 

(3)  That  there  be  developed  a  better  relation  between  labor 
and  capital,  with  justice  to  both  and  with  justice  to  the  public, 
the  third  side  of  the  triangle,  which  must  not  be  forgotten. 

(4)  That  every  possible  step  be  taken  to  bring  the  govern- 
ment back  to  the  limitations  of  the  constitution  in  times  of 
peace,  with  no  undue  federalization  of  industries  and  activities, 
w^ith  federal  regulation  but  not  federal  ownership;  preventing 
the  further  spread  of  socialism,  and  setting  the  nation's  feet 
firmly  on  the  path  of  progress  and  along  ways  which  liberty' 
and  order  must  ever  guard  and  preserve. 

(5)  That  the  administration  will  measure  its  steps  forward 
by  the  new  needs  of  the  nation,  with  its  eyes  always  ahead  but 
with  its  feet  always  on  solid  ground. 

General  Reorganization  of  Executive  Department 

My  own  first  interest,  of  course,  is  in  the  effort  to  improve 
the  postal  service.  I  have  also  a  deep  interest  in  the  plan  for 
a  general  reorganization  of  the  whole  executive  branch  of 
the  government. 

Referring  first  to  the  necessity'  of  and  the  plan  for  a  general 
reorganization  of  the  executive  department:  Everyone  is  more 
or  less  familiar  with  the  present  organization  of  the  govern- 
ment. \Vc  know  we  have  ten  great  executive  departments, 
each  presided  over  by  a  member  of  the  cabinet,  but  many  are 
not  familiar  with  the  fact  that  there  are  more  than  40  inde- 
pendent government  establishments — such  as  the  Federal  Trade 
Commission,  all  of  which  carrv  on  tJieir  work  without  the  su- 
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perintendence  of  any  cabinet  officer^ — directly  under  the  super- 
vision of  the  President  and  Congress.  This  vast  machinery, 
employing  upwards  of  600,000  persons,  has  not,  unfortunately, 
taken  its  present  form  as  the  result  of  any  careful,  constructive 
planning  on  the  part  of  Congress,  but  from  its  beginning  in 
1 789  is  the  result  of  evolution — over  a  period  of  130  years. 

The  principal  defects  in  the  present  plan  of  organization 
are  three: 

First,  certain  of  our  executive  departments  have  been  given 
charge  of  a  number  of  bureaus  which  have  no  relations  to  the 
proper  functions  of  those  departments.  Take  the  Treasury 
department,  for  instance.  The  Treasury  department  was  es- 
tablished to  conduct  the  financial  affairs  of  the  government, 
to  collect  the  taxes,  to  have  custody  of  public  funds,  to  pay  the 
government's  expenses,  to  coin  money,  to  negotiate  loans,  and 
so  on.  But  we  now  find  in  the  Treasury  department  the  coast 
guard,  whose  principal  function  is  to  maintain  life-saving 
stations  on  the  coa^t  and  on  the  Great  Lakes — the  supervising 
architect's  office,  which  has  charge  of  the  erection  and  upkeep 
of  federal  buildings  all  over  the  country — the  public  health  ser- 
vice, which  is  largely  given  over,  at  the  present  time,  to  pro- 
viding hospital  facilities  for  disabled  soldiers  and  sailors — and 
the  bureau  of  war  risk  insurance,  which  pays  compensation  to 
veterans  and  to  dependent  members  of  their  families,  and  pro- 
vides life  insurance  for  ex-soldiers  and  sailors. 

In  the  Interior  department  we  find  practically  the  same 
condition.  The  main  purpose  of  that  department  was,  origin- 
ally, to  administer  the  public  domain,  to  supervise  the  sale 
and  settlement  of  public  lands,  to  watch  over  the  government 
of  our  territories,  to  handle  Indian  affairs;  in  a  word,  to  admin- 
ister all  federal  matters  relating  to  the  great  unsettled  interior 
regions  of  the  country.  These  problems  have,  of  course,  dimin- 
ished in  importance  as  the  country  has  developed ;  and  the  In- 
terior department  has  in  more  recent  years  become  the  re- 
pository of  functions  wholly  without  relation  to  its  original 
purpose.  The  bureau  of  education  is  now  in  that  department; 
also  St.  Elizabeth's  Hospital,  a  government  hospital  for  the 
insane  located  in  the  District  of  Columbia;  Freedmen's  Hos- 
pital, a  government  hospital  for  negroes;  Howard  University, 
a  government  school  for  negroes ;  and  the  patent  office,  and  the 
bureau  of  pensions. 
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In  the  War  department,  whose  function  it  is  to  maintain  a 
fighting  force  for  purposes  of  the  national  defense,  we  find 
a  large  number  of  the  public  works.  That  department  has 
charge  of  public  parks  and  certain  public  buildings  in  the  Dis- 
trict of  Columbia;  it  annually  expends  upwards  of  $50,000,000 
in  the  improvement  of  rivers  and  harbors ;  it  supervises  the 
construction  of  bridges  over  navigable  waters  in  all  parts  of 
the  United  States;  it  makes  marine  surveys  of  the  great  lakes, 
and  publishes  navigation  charts  of  those  waters;  it  determines 
and  marks  off  anchorage  grounds  in  New  York  harbor  and  in 
all  other  important  harbors  of  the  country.  Among  its  many 
other  military  duties,  the  War  department  is  charged  with  the 
care  and  maintenance  of  Niagara  Falls.  Obviously  effective 
supervision  and  management,  and  a  proper  coordination  of 
work,  are  impossible  under  an  arrangement  which,  for  ex- 
ample, requires  the  general  administration  of  the  public  health 
service  by  a  financial  expert,  a  man  selected  wholly  without 
regard  to  any  ability  he  may  have  in  the  field  of  medical 
science. 

The  second  principal  defect  which  characterizes  the  exist- 
ing organization  is  the  location  in  different  departments  of 
agencies  which  ought  to  be  closely  associated.  The  coast  guard 
maintains  300  life-saving  stations  along  our  coasts.  The  light- 
house service  has  about  the  same  number  of  light-houses — 
many  of  them  located  within  a  few  steps  of  life-saving  stations. 
The  coast  guard  is  in  the  Treasury  department,  and  the  light- 
house service  is  in  the  department  of  commerce.  Of  course, 
they  should  be  consolidated. 

The  public  works  or  engineering  agencies  of  the  govern- 
ment, all  requiring  personnel  of  the  same  character,  all  doing 
work  of  the  same  general  class,  are  widely  scattered  among 
the  departments.  I  have  already  spoken  of  river  and  harbor 
improvements  in  the  War  department,  and  of  public  build- 
ings in  the  Treasury  department.  The  reclamation  service  is 
located  in  the  department  of  the  Interior,  and  the  bureau  of 
public  roads  in  the  department  of  Agriculture. 

To  cite  one  further  example — a  half  dozen  agencies  of  the 
government  are  now  engaged  in  disseminating  intelligence  to 
the  navigational  interests  of  the  countr>'.  Charts  of  the 
American  sections  of  the  Great  Lakes  are  prepared  and  fur- 
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nished  by  the  lake  survey  of  the  War  department;  charts  of 
the  Canadian  sections  of  the  Great  Lakes  and  of  foreign 
waters  are  furnished  by  the  Navy  department;  charts  of  our 
Atlantic  and  Pacific  coasts  and  of  our  territorial  waters  are 
prepared  and  furnished  by  the  department  of  Commerce; 
storm  warnings  are  sent  out  by  the  weather  bureau,  of  the 
department  of  Agriculture;  nautical  almanacs  are  provided 
by  the  naval  observatory. 

It  is  not  necessary  to  point  out  the  numerous  duplications 
of  overhead,  of  plant,  equipment  and  personnel,  which  unavoid- 
ably accompany  this  scattering  of  similar  work  among  different 
departments. 

The  third  principal  defect  in  the  administrative  organiza- 
tion is  the  absence  of  adequate  machinery  for  the  control  and 
management  of  the  executive  branch  as  a  whole.  To  all  intents 
and  purposes  the  ten  great  executive  departments  function  in- 
dependently of  each  other;  and  all  of  the  forty-odd  establish- 
ments— not  under  any  cabinet  officer — conduct  their  business 
practically  without  any  coordinating  influence  whatsoever. 
Under  the  Constitution  the  president  is  responsible  for  the 
management  of  the  executive  branch  of  the  government,  but, 
up  to  the  present.  Congress  has  not  seen  fit  to  give  to  the 
chief  executive  any  machinery  with  which  he  can  effectively 
discharge  this  responsibility.  The  president's  staff  consists 
wholly  of  a  small  number  of  personal  secretaries  and  clerks. 
The  time  of  this  staff  is  taken  up  with  the  consideration  of 
legislative  business,  the  preparation  of  commissions,  appoint- 
ment matters,  and  so  on.  It  is  primarily  this  condition  which 
has  in  late  years  given  rise  to  the  demand  for  a  budget  system, 
which  among  other  things,  would  provide  the  chief  executive 
with  an  agency  through  which  he  could  coordinate  the  activities 
of  the  ten  executive  departments  and  the  forty-odd  independ- 
ent establishments. 

The  administration  proposes  to  eliminate  these  defects.  You 
are  familiar  with  the  joint  congressional  committee  on  reorgan- 
ization which  has  been  appointed,  consisting  of  three  members 
of  the  House  of  representatives,  and  three  senators,  with  an 
appointee  of  the  President  as  chairman.  Legislation  author- 
ized the  addition  of  a  personal  representative  of  the  President 
to  the  membership  of  this  committee  in  order  to  insure  the 
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necessary  cooperation  between  the  executive  and  legislative 
branches.  The  committee  has,  of  course,  an  enormous  task — 
one  which  will  require  many  months  for  its  completion.  It  has 
undertaken  to  make  a  detailed  survey  of  the  work  of  all 
branches  of  the  government,  and  within  the  current  year  it  is 
expected  that  the  results  of  its  survey  will  be  incorporated  in 
a  bill  and  reported  to  Congress  for  action,  with  the  approval 
of  the  President  in  advance. 

Seven  Suggested  Changes 

It  would  seem  natural  to  expect: 

First — The  change  of  the  name  of  the  department  of  the 
Interior  to  department  of  Public  Works,  and  the  concentration 
in  that  department  of  all  civil  public  works  of  the  government, 
as  well  as  all  those  services  which  have  to  do  with  the  adminis- 
tration and  utilization  of  the  public  domain. 

Second — The  establishment  of  a  new  department,  the  de- 
partment of  Public  Welfare,  to  have  charge  of  all  bureaus  and 
offices  Avhich  handle  relief  work  for  the  veterans  of  the  war 
with  Germany,  including  the  bureau  of  war  risk  insurance,  the 
federal  board  of  vocational  education,  and  the  hospitalization 
division  of  the  public  health  service.  In  this  department  would 
be  placed  also  those  bureaus  which  deal  with  health  questions 
generally,  with  education  and  social  welfare. 

Third — The  stripping  of  the  Trea^ur)'  department  of  all  ex- 
cept its  necessar\'  and  proper  fiscal  functions. 

Fourth — The  transfer  of  all  non-militar)^  work  from  the 
War  department  and  the  Na\y  department  to  the  regular 
civilian   departments  of  the  go\-ernment. 

Fifth — The  enlargement  of  the  department  of  Commerce 
and  the  transfer  to  that  department  of  all  agencies  which  have 
to  do  with  the  promotion  o{  commerce  and  the  protection  of 
navigation. 

Sixth — The  establishment  of  a  centralized  jjurchasing  agency 
to  do  the  bu)-ing  for  all  branches  of  the  executive  establishment. 

Seventh — The  creation  of  a  budget  bureau,  to  aid  the  presi- 
dent in  the  direction  and  control  of  the  work  of  all  executive 
dejjartments  and  independent  establishments,  anil  in  the  for- 
mulation of  a  definite  financial  and  work  program  for  the 
government  ju;  a  whole. 
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I  do  not  want  to  leave  the  impression  that  the  administra- 
tion is  standing  behind  this  particular  program,  either  wholly 
or  in  part,  but  some  such  changes  would  be  natural  and  what- 
ever plan  is  finally  adopted,  the  reorganization  will  bring  a 
material  reduction  in  the  overhead  or  contingent  expenses  of 
the  federal  establishment  and  an  improvement  in  the  quality 
of  the  service  rendered  the  public. 

The  Postal  Service 

Now  as  to  the  postal  service  in  particular: 

The  post  office  service  is  generally  taken  for  granted  like 
the  sequence  of  the  seasons.  Men  forget  that  it  is  a  fact  that 
the  United  States  postal  service  is  the  biggest  distinct  business 
in  the  world.  We  have  300,000  employees  immediately  con- 
nected with  the  operation,  with  one  hundred  million  customers. 
The  annual  turnover  of  the  business  in  the  Post  Office  depart- 
ment amounts  to  nearly  three  billion  dollars,  with  an  expendi- 
ture of  six  hundred  millions  annually.  We  have  the  largest 
express  company  in  the  world,  handling  nearly  three  billion 
packages  last  year;  we  have  the  largest  savings  bank  in  the 
world  in  number  of  depositors.  The  leading  1 5  savings  banks 
in  this  country  each  pay  four  per  cent  interest  on  deposits  ex- 
cept one,  which  pays  3.6  per  cent.  The  postal  savings  pays 
but  two  per  cent  and  there  has  never  been  any  real  effort  to 
promote  the  business  and  we  have  approximately  twice  as  many 
depositors  as  any  other  savings  bank.  Seventy-five  per  cent 
of  the  depositors  are  foreign-born  or  of  foreign  extraction, 
whose  money  would  otherwise  be  in  hiding.  We  have  recently 
made  arrangements  with  immigration  officers  at  the  various 
ports  of  entry  in  the  United  States  for  the  distribution  to  the 
immigrants  of  circulars  and  leaflets  in  appropriate  foreign 
languages.  This  is  of  some  moment  in  the  education  of  new 
citizenry.  There  is  twice  as  much  postal  business  done  in 
New  York  City  alone  as  in  the  entire  Dominion  of  Canada. 
The  postal  receipts  in  the  New  York  office  have  increased  289 
per  cent  since  191 2  and  there  has  been  no  increase  in  postal 
facilities  since  that  date.  Every  hour  in  the  day  the  post  office 
department  handles  an  average  of  1,700,000  letters.  During 
a  recent  strike  in  Chicago  there  was  delivered  to  one  firm  in 
one  day  over  15,000  packages  of  merchandise,  averaging  58 
pounds  each,  a  total  of  870,000  pounds,  or  435  tons. 
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There  were  76.913,779  pieces  of  registered  mail  last  year; 
there  were  95,384,808  pieces  insured  and  20,098,527  C.  O.  D.'s. 
The  total  number  of  separate  stamps,  cards  and  enveloi>es  sold 
last  year  was  16,662,256,609,  with  a  daily  average  of  54,451,- 
818.  There  were  over  150  million  domestic  money  orders, 
amounting  to  more  than  i  ^2  billion  dollars,  with  payments  ap- 
proximating the  same  amount,  making  the  total  monev'-order 
business  more  than  2^  billion  last  year. 

The  international  money-order  business  with  foreign  coun- 
tries suffered  during  the  war,  of  course,  but  nearly  2,000,000 
international  mone\-  orders  were  issued,  approximating  $33,- 
000.000  in  %-alue,  and  ij^  million  were  paid  totaling  more  than 
$25,000,000. 

In  this  connection  I  might  remark  that  as  an  adjunct  to  the 
campaign  for  increasing  our  trade  with  South  America,  inter- 
national monei.'  orders  may  now  be  exchanged  with  many  of  the 
South  and  Central  American  countries,  and  negotiations  are 
being  now  conducted  with  the  postal  administrations  of  all  the 
others,  and  it  is  expected  that  \ery  soon  it  will  be  possible  for 
American  exp>orter5  to  receive  payment  for  their  goods  where- 
ever  shipped  in  South  America  by  postal  money  orders  pay- 
able in  dollars  at  their  local  post  offices. 

In  this  connection,  too,  I  might  suggest  that  I  hope  it  will 
be  possible  to  induce  the  commercial  interests  or  the  chambers 
of  commerce  to  send  del^^ates  to  the  Pan-American  Postal 
Congress  at  Buenos  Aires  next  August  to  help  develop  this. 

We  have  this  month  caused  a  resumption  of  the  mail  boat 
ser\-ice  in  New  York  harbor  whereby  mails  from  abroad  are 
removed  from  the  steanoships  at  quarantine  and  delivered  at 
the  postoffice  or  railroad  stations  in  New  York,  preventing  the 
delay  that  would  otherwise  occur  where  the  mails  are  kept  on 
the  steamships  until  the  vessels  come  to  the  piers  next  morn- 
ing. Also,  provision  has  been  made  to  g^ve  the  New  York 
public  the  benefit  of  mailing  correspondence  up  to  fifteen  min- 
utes of  sailing  time. 

We  have  now  under  consideration  the  inauguration  of  a  sea 
post  service.  The  fact  is  that  now  with  the  conclusion  that 
has  been  reached  of  the  arrangements  for  sending  mail  to 
So>'iet  Russia,  the  foreign  mail  se^^•ice  is  nearly  again  at 
normalc>'. 
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The  railway  mail  service  is  of  course  the  one  chief  transpor- 
tation agency  and  the  mileage  is  over  280,000,000  miles  annu- 
ally in  which  distribution  is  performed,  with  an  additional 
90,000,000  miles  annually  of  60-foot  storage  cars. 

The  growth  of  the  parcel  post  and  the  natural  increase  in 
the  postal  business  has  made  our  facilities  in  many  places 
entirely  inadequate,  but  this  will  be  corrected  as  fast  as  pos- 
sible, consistent  with  the  general  financial  condition. 

The  air  mail  service  is  not  generally  recognized.  The  air 
mail  service  is  desirable  per  se,  but  I  believe  that  the  basic 
value  of  an  air  mail  service  is  its  potentiality  as  a  second  line 
of  defense  in  case  of  necessity.  The  air  mail  service  of  the 
Post  Office  department  is  a  most  consequential  aero  activity. 
The  transcontinental  route  and  the  laterals  aje  all  in  daily 
operation.  These  require  6,866  miles  of  flying  each  day  or 
2,059,000  miles  per  year  for  300  working  days.  There  are 
4,800  pounds  of  mail  or  192,000  letters  carried  each  day  with 
24  different  airplanes  and  pilots  participating  daily.  Sixty-five 
planes  are  kept  in  readiness  and  35  are  daily  undergoing  re- 
pairs. We  have  a  force  of  55  pilots  and  400  mechanics,  with 
21  landing  fields  approximately  200  miles  apart,  constituting 
the  only  operative  continental  airway  in  the  world.  These 
fields  are  linked  by  leased  telegraph  and  radio  services  and 
divided  into  five  operating  divisions,  with  an  average  of  75 
miles  each  in  one-way  distance. 

The  accomplishment  of  our  air  mail  service  has  been  very 
much  greater  than  that  of  any  other  country.  As  indicated 
above,  I  think  it  has  great  value  per  se.  It  is  my  opinion, 
however,  that  there  should  be  a  closer  connection  between  the 
air  mail  service  and  the  air  service  of  the  war  and  navy  de- 
partments and  we  have  moved  to  that  end  in  a  very  definite  way. 
The  new  radio  service  was  opened  on  April  22,  to  furnish 
expeditious  information  to  citizens  living  in  the  more  isolated 
agricultural  sections.  The  Post  Office  department  sends  by 
radio  this  information,  which  is  compiled  by  the  bureau  of 
markets  and  weather  bureau  of  the  department  of  Agriculture, 
at  practically  no  expense  to  the  government  through  the  utiliza- 
tion of  a  chain  of  radio  stations  constructed  to  provide  rapid 
means  of  communication  for  the  air  mail  service.     The  remote 
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agricultural  sections  particularly  are  benefited  just  as  they  are 
by  the  extension  of  the  rural  free  delivery,  which  shall  continue. 

Employee  Welfare 

You  have  probably  all  heard  of  the  effort  which  we  are 
undertaking  to  improve  the  conditions  of  the  employees.  It 
has  been  my  ver)'  earnest  purpose  to  watch  for  reasons  and 
to  take  advantage  of  opportunities  to  publicly  express  approval 
of  what  has  been  done  in  the  Post  Office  department  in  the 
past.  There  are  many  reasons.  It  must  be  remembered  that 
the  postal  service  in  every  country  in  the  world  broke  down 
during  the  war  except  in  the  United  States,  where  our  service 
suffered  as  little  certainly  as  any  other  business  in  this  country. 
There  were  no  embargoes  on  mail  or  parcel  post.  In  spite  of  a 
loss  of  a  large  per  cent  of  efficient  help  and  the  taking  on  of 
nearly  40,000  untrained  men  and  women,  the  postal  service 
continued  to  function.  It  was  really  a  magnificent  perform- 
ance and  entitled  to  the  very  greatest  credit.  I  do  believe, 
however,  that  in  the  matter  of  the  relations  between  the  men 
in  the  service  and  the  government  there  can  be  much  improve- 
ment. The  one  most  important  element  in  any  service  is  the 
spirit  of  the  men  doing  it.  And  we  must  get  away  in  the  post 
office  service  from  any  idea  that  labor  is  a  commodity.  I  would 
reiterate  the  suggestion  that  that  idea  was  abandoned  nineteen 
centuries  ago. 

I  am  determined  in  all  seriousness  to  go  to  great  lengths  to 
develop  the  idea  in  the  department  that  we  are  300,000 
partners.  The  working  conditions,  in  many  places  are  un- 
satisfactory and  a  large  amount  of  work  must  be  done  in  that 
direction.  There  is  no  doubt  about  the  quality"-  of  our  em- 
ployees. They  have  the  brains  and  they  have  the  hands  to  do 
this  job  well,  but  some  place  along  the  line  the  heart  has  been 
lost  out  of  the  works. 

Neiv  Welfare  Department 

\Vc  are  going  to  have  a  welfare  department  just  as  definite 
in  its  duties  and  certain  in  its  functioning  as  the  fiscal  depart- 
ment or  any  other  dej)artment.  It  will  be  in  charge  of  an  in- 
dividual competent  to  look  after  it,  doing  nothing  else.  Every 
other  large  industry  in  the  country  has  adopted  welfare  meas- 
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ures.  This  humanizing  business  is  not  original.  It  has  been 
the  definite  trend  of  American  business  for  the  past  generation. 
Just  how  far  I  can  go  with  it  in  the  Post  Office  department  I 
don't  know  but  it  is  certain  that  very  much  can  be  done  and  not 
in  any  sense  in  lieu  of  wages.  All  the  things  that  are  done 
successfully  for  the  welfare  of  the  employees  in  other  successful 
business  must  be  done  as  far  as  possible  in  this  the  greatest  of 
all  businesses.  Why  it  has  not  been  seriously  gone  after  be- 
fore in  the  Post  Office  Department  I  don't  know.  It  is  cer- 
tainly one  of  the  very  definite  purposes  of  the  days  just  ahead. 
If  we  can  improve  the  spirit  and  actual  conditions  of  the 
300,000  men  and  women  who  do  this  job,  that  in  itself  is  an 
accomplishment,  and  it  is  just  as  certain  to  bring  a  consequential 
improvement  in  the  service  as  tomorrow's  sun. 

Service  not  Politics 

I  have  said  and  I  reiterate  in  the  dignity  and  responsibility 
of  this  presence,  that  it  is  my  opinion  the  postal  establish- 
ment is  most  certainly  not  an  institution  for  profit  nor  for 
politics,  but  an  institution  for  service;  and  it  is  the  President's 
most  earnest  purpose  to  improve  that  service.  You  can't  ex- 
pect men  and  women  to  give  service  if  they  are  to  be  shuttle- 
cocks of  politics.  It  would  be  my  very  greatest  satisfaction  if 
in  this  eflfort  I  contribute  a  little  to  the  end  that  the  postal 
service  be  made  more  and  more  a  desirable  career  into  which 
the  young  enter  with  a  certainty  that  their  service  will  be 
performed  under  reasonable  conditions  for  a  reasonable  wage 
and  for  an  appreciative  people.  The  men  and  women  who 
constitute  the  great  army  of  employees  are  doing  a  distinct 
government  and  public  service  and  they  are  entitled  to  an 
appreciation  commensurate  with  the  efficiency  and  importance 
of  that  service.  The  first  element  of  a  proper  appreciation  is 
to  make  certain  that  honest  and  efficient  service  shall  be  honestly 
recognized  and  that  the  merit  system  shall  control  without 
any  subterfuge  under  any  circumstances  whatsoever.  I  have 
said,  and  I  repeat,  that  my  purposes  are:  first,  to  make  such 
rectifications  as  in  all  decency  and  fairness  must  be  made  to 
assure  a  square  deal.  Second,  to  strengthen  and  broaden  the 
civil  service  at  every  point  wherever  possible  to  the  end  that 
merit  may  govern.     Third,  with  absolute  fidelity  to  put  the 
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entire  service  upon  a  purely  business  basis  so  sound  and  so 
serviceable  that  no  political  party  will  ever  again  dare  at- 
tempt to  ignore  or  evade  it  ultimately. 

Protection  of  the  Mail 

I  have  been  astounded  at  the  facts  which  I  have  discovered 
relati\e  to  mail  robberies.     The  truth  is  there  have  been  in  the 
last  year  33  major  robberies  with  a  known  loss  of  $6,204,000, 
and  a  known  recovery  of  $3,030,000.      In  the  Chicago  district 
alone  in  the  last  fiscal  year  there  were  90,000  complaints  of 
the  loss  of  mail.     This  is  an  intolerable  situation.     The   re- 
sponsibility is  not  in  any  sense  on  us  for  the  past,  but  I  do  say 
the  responsibility  is  ours  to  stop  these  outrages.     The  public 
has  never  been  apprised  of  these  facts,  on  the  theory,  I  assume 
that  robberies  might  thereby  be  encouraged.      I   have  taken 
the  other  position  and  I  am  determined  to  correct  the  situation. 
In  the  handling  of  thousands  of  millions  of  pieces  of  mail 
yearly  the  government  has  a  sacred  duty  and  the  dut>'  applies 
to  the  smallest  postal  card  from  the  humblest  citizen  as  much  as 
to  the  shipment  of  bullion  and  millions  in  gold,  and  no  more  so. 
We  assume  the  mail  is  the  one  most  inviolate  thing  in  the 
country  and  it  must  be  kept  so.      In  an  effort  toward  this  end 
we  have  obtained  from  the  War  department  16,000  automatic 
revolvers,  a  million  rounds  of  ammunition,  and  several  hun- 
dred riot  guns,  and  are  arming  all  the  essential  postal  em- 
ployes.     In  addition  we  have  offered  a  reward  of  $5,000  to 
anyone,  in  or  out  of  the  service,  who  will  bring  in  one  of  these 
mail  robbers  and  declared  that  ever\'  man  would  be  expected 
to  uphold  the  honor  of  the  service.     We  simply  have  to  go  back 
to  the  old   Wells   P'argo  days  and  shoot  to  kill   and   we  are 
going  to  do  it. 

The  Joint  Postal  Commission 

I  want  at  this  point  to  interject  a  word  of  most  earnest  com- 
mendation of  the  purposes  and  performances  and  the  future 
great  value  of  the  joint  postal  commission  now  at  work  in 
Washington.  This  consists,  as  you  know,  of  five  Senators  and 
five  Congressmen,  with  a  citizens  advisor\'  council  of  seven. 
Senator  Charles  E.  Townsend,  chairman  of  the  Senate  Post 
Office  Committee,  is  chairman  of  this  commission,  and  Con- 
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gressman  Steenerson,  chairman  of  the  House  Post  Office  Com- 
mittee, is  vice-chairman  of  this  commission.  There  is  the 
closest  relation  between  their  activities  and  the  department. 
They  have  sufficient  funds  with  which  to  prosecute  their  in- 
vestigations and  are  men  of  very  great  experience  in  postal 
affairs.  They  have  employed  efficient  engineers  and  account- 
ants. We  have  assigned  from  the  Post  Office  department  many 
experts  for  their  use,  and  I  am  confident  that  when  the  work 
is  completed  there  will  be  plans  developed  which  when  put 
into  execution  will  go  far  toward  materially  helping  the  situ- 
ation. We  are  making  this  commission  the  executive  com- 
mittee of  the  department,  and  the  entire  membership  of  the 
Senate  and  House  Postal  Committees  are  a  board  of  directors. 
There  is  the  most  cordial  relation  and  cooperation  obtaining. 
I  have  learned  that  heretofore  there  has  been  a  feeling  that 
the  department  has  not  been  inclined  to  deal  openly  and  frankly 
with  the  lawmaking  branch  of  the  government.  Of  course, 
there  is  no  excuse  for  this.  The  work  which  is  being  done  by 
this  commission  is  invaluable  to  the  department  and  I  cannot 
too  strongly  commend  it.  It  is  the  biggest  factor  for  good  in 
our  situation. 

Second  Class  Mail 

Finally,  our  present  chief  concern  is  with  what  are  known 
as  second  class  mails.  I  suppose  that  it  is  necessary  to  have 
such  classifications,  and  to  reckon  as  first  class  the  mails  which 
pay  the  highest  rates  of  postage.  Yet  I  am  sure  that  no  mail 
matter  is  of  more  first  class  importance  than  newspapers  and 
periodicals.  Consider,  if  you  please,  the  magnitude  of  it. 
The  periodical  press  of  the  United  States  sends  out  more  than 
two  hundred  million — probably  two  hundred  and  fifty  million 
— copies  of  each  issue.  Of  course,  not  all  go  through  the  mails. 
But  a  large  proportion,  perhaps  the  major  portion  of  them, 
do.  Millions  and  millions  of  newspapers,  every  day.  Other 
millions  of  papers  and  magazines  every  week.  Still  other  mil- 
lions of  periodicals  every  month.  And  then,  for  each  million 
periodicals  going  through  the  mails,  there  are  four  or  five  mil- 
lion readers — really,  we  shall  be  presently  dealing  in  numbers 
which  will  deserve  the  attention  of  Professor  Einstein  with 
his  theory  of  relativity  as  applied  to  the  bounds  or  the  bound- 
lessness of  the  universe. 
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Now  all  these  are  dependent  upon  the  mails;  and  at  least 
so  far  as  the  daily  newspapers  are  concerned  they  are  thus 
dependent  to  a  degree  which  makes  them  worthy  to  be  reckoned 
as  of  first  class  importance.  For  the  one  unpardonable  sin 
of  the  post  office  is  not  to  deliver  the  daily  paper  on  time.  If 
it  is  merely  a  letter,  a  bit  of  so-called  first-class  mail  matter, 
which  doesn't  show  up  when  you  expect  it,  why,  perhaps  the 
other  fellow  didn't  write  it  on  time,  or  perhaps  he  carried  it 
about  in  his  pocket  a  few  days  before  mailing  it.  I  have  been 
credibly  informed  that  some  very  estimable  ladies  have  charged 
their  husbands  with  such  nefarious  practices.  And,  of  course, 
we  of  the  post  office  department  are  always  glad  to  recognize 
the  plausibility  and  the  probability  of  such  an  explanation. 
It  lets  us  out. 

But  with  the  newspaper  mail,  such  excuses  don't  go.  We 
all  know  that  the  newspapers  go  to  press  on  time,  that  they 
get  off  the  press  on  time,  that  they  are  delivered  to  the  post 
office  on  time,  and  that  therefore  if  they  do  not  reach  their 
subscribers  on  time  the  fault  lies  not  with  the  publishers  but 
with  the  post  office  department. 

And  generally  speaking,  that's  so.  I'm  not  going  to  dodge 
the  responsibility.  There's  no  use  in  dodging  when  the  dodg- 
ing isn't  good.  There  are  no  doubt  some  cases  in  which  the 
forms  of  a  paper  are  held  open,  to  get  in  a  report  of  somebody's 
after-dinner  and  after-midnight  speech,  until  it  is  too  late  to  get 
it  off  the  press  in  time  to  catch  the  early  mails.  But  such 
cases  are  few  and  far  between,  perhaps  because  of  the  fewness 
of  after-dinner  speeches  that  are  worth  the  sacrifice.  Much 
more  numerous  are  the  cases  in  which,  though  delivered  to 
the  mails  on  time,  the  papers  fail  to  be  delivered  to  their 
subscribers  on  time. 

Such  delinquency  or  delay  is,  moreover,  more  serious  and 
aggravating,  generally,  than  in  the  case  of  letters.  Of  course, 
some  letters  are  of  urgent  importance;  but  the  newspaper  is 
preeminently  a  thing  a  man  wants  when  he  wants  it,  and  if  he 
can't  have  it  when  he  wants  it,  he  doesn't  want  it  at  all.  But 
he  is  going  to  find  out  why  he  doesn't  get  it.  Why,  a  last 
year's  bird's  nest  simply  isn't  in  it  with  a  newspaper  that  has 
arrived  late. 

Now  you  see,  in  wishing  to  speed  up  the  postal  service  for 
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periodicals  I  am  looking  out  for  my  own  peace  and  comfort, 
for  when  there  is  a  delinquency  in  dealing  with  so-called  first 
class  mails,  or  with  parcels  post,  there  is  always  a  fair  chance 
of  placing  the  blame  upon  the  other  fellow.  But  when  second 
class  matter  goes  astray,  when  a  newspaper  bundle  intended 
for  Hohokus  is  delivered  at  Kalamazoo,  I  and  I  alone  am 
the  goat. 

That  is  why  I  am  particularly  desirous  of  improving  the 
operations  of  the  Post  Office  department;  that  and  the  inciden- 
tal reason  that  we  want  to  serve  the  whole  public  as  efficiently 
as  possible.  That  is  why  I  want  to  bespeak  the  sympathy  and 
forbearance  of  the  Newspaper  Publishers'  Association  and  also 
their  active  cooperation  in  a  task  in  which  we  are  all  deeply 
interested.  It  is  a  task,  too,  in  which  success  is  attainable  only 
through  such  cooperation.  For,  believe  me,  the  task  is  gigantic. 
Marvellous  indeed  would  it  be  if  a  service  were  rendered  im- 
peccably, with  never  a  hitch,  never  a  miss,  never  an  error.  But 
this  is  an  age  of  marvels,  and  it  may  be  that  we  shall  produce 
one,  through  the  application  of  that  cooperation,  that  team- 
work, which  is  the  true  magic  wand. 

Now  in  soliciting  such  team-work,  don't  imagine  that  I  am 
trying  to  dodge  all  fault-finding,  and  to  decry  all  criticism. 
There  is  nothing  more  helpful  than  criticism,  rightly  designed 
and  rightly  applied.  But  there  are  two  ways  of  using  bricks. 
You  may  throw  them  at  a  fellow,  in  which  case,  if  they  hit 
him  they  not  only  hurt  but  they  are  pretty  sure  to  interfere 
with  his  work  and  to  make  it  worse  than  ever.  On  the  other 
hand,  you  may  use  them  in  helping  to  build  the  structure  on 
which  he  is  engaged,  in  which  case  you  help  him  and  you 
serve  yourself  by  helping  him  to  serve  you. 

There  is  nothing,  then,  that  the  Post  Office  department  wel- 
comes more  than  constructive  criticism.  If  anything  is  going 
wrong,  we  want  to  know  it;  and  in  the  majority  of  cases  about 
the  only  way  we  have  of  knowing  about  it  is  through  being 
told  by  those  who  suffer  the  grievance.  It  is  only  when  we 
know  about  it  that  we  are  able  to  correct  it.  So  the  simple 
reporting  of  defects  is  to  some  extent  a  constructive  service. 
But  it  is  a  still  better  thing  to  group  together,  in  Cato's  plirase, 
the  bane  and  antidote,  and  while  complaining  of  the  error  to 
point  out  the  method  of  correction.      For  it  often  happens  that 
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the  man  who  is  served  knows  better  how  he  should  most  satis- 
factorily be  served  than  does  the  man  who  serves  him.  I 
don't  mean  that  every  man,  as  is  sometimes  said,  knows  every- 
body's else  business  better  than  he  knows  his  own ;  nor  yet  that 
any  man  should  look  to  others  to  tell  him  how  to  run  his 
business.  But  I  do  mean  that  no  man,  not  even  the  youngest 
and  freshest  graduate  of  an  efficiency  school,  should  be  above 
learning  from  others,  and  especially  he  should  not  be  above 
taking  hints  from  those  who  are  directly  interested  in  the  very 
business  that  he  is  engaged  in,  only  at  the  other  side  of  the 
table. 

Now,  my  colleagues  and  I  are  interested  in  making  the 
postal  service  just  as  efficient  as  it  can  possibly  be;  and  while 
we  are  aiming  at  such  an  achievement  in  all  departments,  we 
certainly  give  precedence  to  no  other  over  that  which  has  to 
do  with  the  newspaper  and  magazine  publishing  trade.  And. 
of  course,  the  gentlemen  of  that  great  trade  are  equally  inter- 
ested, though  in  a  different  way,  in  having  us  do  that. 

I  don't  know  what  service  the  publishing  trade  or  the  public 
generally  can  render  me,  in  suggestion  or  advice.  If  I  did 
know,  I  wouldn't  need  the  service,  for  I  could  do  it  myself. 
You  needn't  hesitate  to  do  so,  for  fear  that  it  will  be  regarded 
as  intrusive.  I'm  telling  you  here  and  now  that  it  will  be  wel- 
comed; and  I'm  warning  you  that  it  will  be  merely  a  reverse 
application  of  the  Golden  Rule.  You  will  simply  be  doing  to 
me  what  I  purpose  to  do  to  you  if  ever  and  whenever  there 
is  occasion. 

Early  Mailing 

Here  is  an  illustration  of  what  I  mean  :  The  other  day  on 
a  visit  to  the  Washington  post  office  I  discovered  that  they 
received  700,000  letters  per  day,  600,000  of  which  were  de- 
posited between  four  and  seven  o'clock  in  the  afternoon ;  that 
90  per  cent  of  that  impossible  peak  was  circular  matter  which 
could  be  mailed  any  old  time,  and  that  76  per  cent  of  it  all  was 
government  mail.  An  inexcusable  condition.  After  we  cleaned 
our  own  house  I  took  the  liberty  of  suggesting  to  business  men 
generally,  to  all  who  send  out  many  letters,  tliat  they  deliver 
their  mail  matter  to  the  post  office  as  fast  as  possible,  instead 
of  letting  it  accumulate  hour  after  hour  until  just  before  clos- 
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ing  time  and  then  dumping  it  all  upon  us  in  a  mass.  You 
can  imagine,  if  your  able-bodied  imagination  is  in  good  work- 
ing order,  what  a  howl  there  would  be,  and  what  a  howl  you 
yourselves  would  raise,  and  would  very  properly  raise,  if  the 
post  office  held  your  mail  all  day  and  then  delivered  the  whole 
day's  accumulation  to  you  in  a  bunch  at  the  close  of  office  hours. 
Instead  of  that,  we  send  it  out  to  you  every  hour,  or  every 
half-hour.  Well,  it's  a  poor  rule  that  won't  work  both  ways; 
and  I  do  hope  that  not  you,  of  course,  but  the  other  business 
men  of  whom  I  was  speaking,  will  appreciate  the  fact  that  it  is 
more  blessed  to  give  than  to  receive;  or  at  least  that  it  is  just 
as  blessed  to  deliver  mail  to  the  post  office  hour  by  hour  as 
it  is  to  receive  it  hour  by  hour. 

It  is  working  in  Washington  and  the  postmaster  has  been 
able  to  change  thirty-two  men  already  from  night  to  day 
work  because  of  the  relief,  and  it  is  succeeding  elsewhere  as 
certainly. 

I  think  that  it  was  legitimate  for  me  to  make  this  suggestion 
to  business  men,  because  it  was  obviously  for  their  own  good 
as  well  as  for  the  convenience  of  the  post  office,  and  it  will  be 
equally  legitimate  for  you  or  any  business  men  to  make  sug- 
gestions to  the  post  office  department  for  the  facilitation  or  the 
expedition  or  in  any  way  the  improvement  of  the  service.  In 
one  important  respect  your  work  and  mine  are  very  much  alike, 
and  that  is,  in  their  intimate  relationship  to  the  whole  people. 
Wendell  Phillips  said  of  the  newspaper  that  it  is  "  school,  coun- 
sellor, church,  all  in  one;  every  drop  of  our  blood  is  colored  by 
it."  And  in  that  there  is  little  if  any  exaggeration.  The 
newspaper  and  periodical  press  enters  into  every  home  in  the 
land,  and  has  its  influence  upon  every  individual.  Well,  just 
so  the  post  office  department  enters  practically  every  home  in 
the  land,  and  serves  every  individual.  There  is  no  other  de- 
partment of  government  that  so  generally,  so  universally,  comes 
into  direct  contact  with  the  people;  not  even  the  income  tax 
collector,  for  there  are  those  whose  incomes  fall  below  the 
minimum  limit,  but  the  man  who  does  not  at  some  time  during 
the  year  send  something  or  receive  something  through  the 
mails,  is  indeed  a  rare  specimen. 

(469) 


1 40    '^'i  TIOXAL  EXPENDITURES  AND  PUBLIC  ECONOMY    [Vol.  IX 

Postal  Savings  System 

It  is  ver\'  certain  that  the  postal  savings  system  must  be  re- 
formed. With  a  treatment  of  depositors  that  has  amounted 
almost  to  fraud,  with  the  number  of  offices  receiving  deposits 
reduced  from  12,823  in  1912  to  6,314  in  1920,  and  with  no 
real  effort  to  secure  deposits,  the  postal  savings  nevertheless 
has  practically  twice  as  many  depositors  as  any  other  savings 
bank  in  the  country  and  pays  less  than  half  as  much  interest 
on  deposits.  Over  seventy  per  cent  of  postal  savings  depositors 
are  foreign  born  or  of  foreign  extraction,  many  trusting  no  one 
but  the  government  of  the  United  States.  In  all  foreign  coun- 
tries the  number  of  depositors  in  savings  and  other  banks  is  in 
direct  proportion  to  the  attention  given  postal  savings  and  the 
number  of  postal  savings  depositors. 

With  161  millions  on  deposit  last  year  from  508,000  deposi- 
tors, and  with  the  law  providing  that  two  per  cent  interest  be 
paid,  the  government  because  of  the  system  paid  less  than 
one  and  one-half  per  cent  interest  to  these  depositors  and  by 
redepositing  at  two  and  one-half  per  cent  made  a  net  profit 
over  all  interest  payment  and  expenses  of  $1,720,000. 

This  was  sheer  profiteering.  This  money  belonged  to  the 
depositors.  The  certificates  issued  unequivocally  pledge  two 
I>er  cent  interest  and  fail  to  say  anything  whatever  about  no 
interest  being  paid  if  the  deposits  are  not  left  a  year.  The 
government  is  not  in  the  banking  business  for  profit.  The  gov- 
ernment is  in  the  banking  business  to  facilitate  and  increase 
the  national  savings  and  to  promote  economy  and  thrift.  The 
postal  savings  has  not  scratched  the  surface  notwithstanding 
the  magnificent  conception  of  public  duty  that  inspired  its 
founding. 

Postal  saving^  shall  not  compete  with  savings  banks.  W^e  do 
not  want  depositors  from  savings  banks.  But  there  is  a  tre- 
mendous hoarded  wealth  in  the  countr}'  estimated  by  many 
well  informed  at  a  billion  dollars.  The  savings  banks  cannot 
bring  it  out.  The  postal  savings  has  not  yet  brought  it  out. 
Nothing  can  bring  it  out  but  the  faith  in  the  security  of  the 
government  of  the  United  States  and  a  larger  interest  return 
on  the  deposits  and  the  acquainting  of  the  holders  with  our 
purpose  and  their  opportunity.  This  we  hope  to  do.  This 
money  is  needed  in  circulation  now.      If  a  billion  dollars  can 
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be  brought  out  of  stockings  and  closets  and  saved  from  waste 
and  "  wild  cats,"  it  will  do  incalculable  good.  It  will  make 
general  bank  depositors  and  ultimate  government  bond  owners 
out  of  the  timorous;  it  will  give  small  capital  a  chance  for  an 
honest  return  the  same  as  large  capital ;  it  will  furnish  the  tonic 
to  conclude  the  business  convalescence  in  the  country  and  will 
help  make  economy  and  thrift  a  national  trait  much  needed. 

We  believe  this  can  be  done.  First  the  government  must 
stop  profiteering  and  the  interest  rate  should  be  increased 
from  2  to  3  per  cent,  with  a  compensatory  rate  charged  the 
banks  where  the  funds  are  redeposited.  The  method  of  com- 
puting the  interest  should  be  reformed  so  that  the  depositors 
shall  receive  interest  on  funds  held  less  than  one  year.  Joint 
and  trust  funds  should  be  allowed  and  the  youth  limit  should 
be  removed.  Savings  should  be  received  at  fifty  thousand 
instead  of  6300  post  offices  and  fourth  class  postmasters  should 
be  fairly  compensated  for  handling  the  business.  The  funds 
should  be  redeposited  in  the  local  banks  where  collected  and 
a  more  liberal  arrangement  perfected  for  depository  banks  to 
qualify.  And  the  system  should  be  reorganized  at  the  top 
with  an  enlarged  board  of  directors  into  which  the  Federal 
Reserve  Bank  may  be  brought. 

There  is  a  lot  of  business  in  this  country  that  is  really  sick, 
still  staggering  with  the  shell-shock  of  war  and  the  debauch  of 
extravagance,  but  there  is  a  good  deal  more  that  is  merely 
malingering.  What  we  need  more  than  anything  else  is  the 
common  sense  of  courage  and  confidence.  There  is,  of  course, 
the  greatest  era  of  expansion  and  prosperity  ahead  that  the 
world  has  ever  seen.  Everyone  knows  this  and  the  only  ques- 
tion discussed  is  when  it  will  start.  Well,  it's  time  to  go  out 
and  meet  it.     This  we  propose  to  help  do. 
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PROBLEM 

WALTER  F.   DODD 

Attorney-at-Law,  Chicago,  Conatitutional  Law  Expert,  Associated  with 

the  Ohio  and  Illinois  State  Reorganizations 

ILLINOIS  in  191 7,  and  Nebraska  and  Idaho  in  1919 enacted 
complete  state  administrative  reorganizations  with  re- 
spect to  that  part  of  the  state  executive  authority  not 
under  the  control  of  elective  state  officers  other  than  the  gov- 
ernor. The  state  executive  power  is  by  constitutional  pro- 
vision in  these  states  vested  in  part  in  elective  state  officers 
other  than  the  governor,  and  this  situation  cannot  be  changed 
without  constitutional  amendment;  but  the  governor  is  so 
much  more  important  than  other  elective  state  officers  that  a 
reorganization  of  the  services  not  under  these  lesser  officers 
covers  about  nine-tenths  of  the  state's  activities.  But  because 
all  cannot  be  consolidated  under  the  governor,  the  one-tenth 
remaining  outside  constitutes  an  administrative  problem  whose 
seriousness  cannot  be  measured  by  percentages.  In  1921 
similar  legislation  was  enacted  by  the  states  of  Washington 
and  Ohio.  To  what  extent  do  these  state  administrative  re- 
organizations throw  light  upon  the  similar  federal  problem? 
Illinois  until  recently  had  perhaps  the  most  effective  adminis- 
trative reorganization,  although  the  legislation  enacted  in  Ohio 
in  1 92 1  is  in  many  respects  more  satisfactory.  However,  the 
Ohio  situation  is  much  less  satisfactory  than  that  of  Illinois  in 
that  the  governor  of  Ohio  serves  for  a  two-year  term  only, 
whereas  the  governor  of  Illinois  has  a  four-year  term. 

The  state  administrative  reorganizations  referred  to  above 
are  sometimes  spoken  of  as  having  been  copied  from  the  federal 
administrative  organization.  That  is,  these  state  reorganiza- 
tions seek  to  combine  in  a  single  department  somewhat  related 
functions,  and  to  form  the  heads  of  the  several  departments 
into  what  substantially  amounts  to  a  governor's  cabinet.  So 
far  the  analog}'  between  the  state  administrative  reorganiza- 
tions and  the  present  federal  administrative  organization  is 
fairly  close,  but  such  analogy  goes  no  farther.      In  Illinois  the 
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powers  to  be  exercised  by  a  department  have  been  vested  in  the 
department  as  such,  and  are  under  the  direct  and  immediate 
supervision  of  the  head  of  that  department,  although  under  the 
Illinois  legislation  the  heads  of  divisions  within  departments 
are  appointed  by  the  governor  in  the  same  manner  as  are  the 
heads  of  departments.  Under  the  Ohio  administrative  re- 
organization of  1 92 1  all  powers  are  vested  in  the  departments, 
and  the  heads  of  departments  are  appointed  by  and  removable 
by  the  governor.  However,  the  Ohio  plan  goes  a  step  farther 
than  that  of  Illinois  and  gives  to  the  head  of  each  department 
the  appointment  of  the  chiefs  of  divisions  within  that  depart- 
ment. To  this  statement  a  single  exception  should  be  made, 
that  with  respect  to  the  officer  charged  with  the  supervision  of 
banks. 

Not  only  this,  but  in  Ohio  the  directors  of  the  departments 
of  Finance,  Industrial  Relations  and  Commerce,  have  been 
made  respectively  the  secretaries  of  the  Tax  Commission,  the 
Industrial  Commission,  and  the  Public  Utilities  Commission, 
and  the  administrative  side  of  the  work  of  these  three  com- 
missions has  substantially  been  made  a  part  of  the  administrative 
work  of  the  respective  departments.  The  commissions  have 
been  left  independent  in  the  performance  of  their  quasi- judicial 
tasks,  but  in  Ohio  the  longest  step  has  been  taken  toward  having 
the  head  of  each  department  in  substantially  complete  control 
of  the  work  of  that  department. 

Under  the  federal  administrative  system  at  the  present  time 
there  are,  of  course,  ten  departments,  with  their  heads  serving 
as  members  of  the  president's  cabinet,  but  there  are  also  a 
number  of  independent  offices  and  commissions  which  are  not 
in  any  way  tied  up  with  these  departments.  The  president 
faces  in  his  supervision  of  the  national  executive  authority  not 
merely  ten  departments,  but  these  ten  departments  plus  a  num- 
ber of  independent  offices  and  commissions. 

Not  only  this,  but  when  we  come  to  analyze  the  several  de- 
partments of  the  national  government,  we  find  that  there  is  no 
complete  authority  in  the  head  of  a  department  over  the  specific 
activities  supposedly  under  his  supervision.  Under  the  admin- 
istrative reorganization  in  Illinois  to  a  large  extent,  and  more 
completely  under  the  administrative  reorganization  in  Ohio, 
the  powers  vested  in  a  department  are  vested  in  the  department 
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itself,  and  are  under  the  complete  control  and  supervision  of 
the  director  of  the  department.  The  director  of  the  depart- 
ment is,  therefore,  responsible  to  the  governor  of  the  state  for 
the  work  of  that  department,  and  through  the  heads  of  the 
several  departments  the  governor  is  in  a  position  when  budget 
estimates  are  to  be  made  up,  to  say  definitely  what  should  be 
done,  and  to  supervise  the  estimates  not  only  of  the  head  of  the 
department  but  also  of  each  division  within  the  department. 

In  the  federal  administrative  organization  at  the  present 
time  powers  are  in  the  main  not  vested  in  the  department,  but 
aie  directly  vested  in  some  one  of  the  bureaus  of  the  depart- 
ment; and  in  the  performance  of  their  statutor\'  functions  a 
large  number  of  the  federal  bureaus  within  the  ten  departments 
are  substantially  as  independent  of  the  head  of  the  department 
as  they  would  be  of  an  outsider.  That  is,  under  the  federal 
system  there  is  a  theoretical  subordination  of  bureaus  to  de- 
partments and  of  departments  to  the  president,  but  this  sub- 
ordination is  largely  theoretical  because  of  the  steady  growth  of 
independent  functions  vested  by  statute  in  the  various  bureaus, 
such  functions  being  exercised  to  a  large  extent  independently 
of  the  head  of  the  department.  In  fact,  in  connection  with  the 
recent  budget  proposals,  the  most  serious  defect  in  the  federal 
administrative  organization  from  the  standpoint  of  real  respon- 
sibility has  been  exalted  into  a  virtue,  and  it  has  been  urged 
that  one  of  the  merits  of  the  new  budget  system  established  by 
act  of  June  lo,  192 1,  is  that  the  budget  director  is  to  exercise 
his  powers  by  virtue  of  statute  or  of  executive  regulations  inde- 
pendently of  the  department  in  which  he  is  nominally  placed. 
So  long  as  the  federal  administrative  system  has  a  theoretical 
organization  of  ten  departments,  but  practically  an  organization 
into  independent  units  within  departments,  there  can  be  no  ef- 
fective responsibility'  of  this  administrative  organization  to  the 
president.  The  president  can,  of  course,  issue  orders  through 
the  heads  of  departments  to  the  heads  of  substantially  indepen- 
dent bureaus;  but  without  express  orders  from  the  president, 
the  heads  of  departments  must  be  very  careful  as  to  the  degree 
of  supervision  which  they  may  seek  to  exercise  over  bureaus 
within  their  departments  substantially  indej^cndent  in  the  mat- 
ter of  legal  duties  and  whose  heads  are  appointed  in  the  same 
manner  as  are  the  heads  of  departments.     That  is,  under  the 
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present  federal  organization  the  president  faces  not  merely  ten 
departments  (plus  various  independent  offices  and  commis- 
sions) but  actually  faces  as  many  independent  administrative 
units  as  there  are  independent  statutory  functions ;  and  such  a 
department  as  the  treasury  department  is  not  one  unit  but 
largely  a  group  of  independent  statutory  functions. 

The  mere  rearrangement  of  the  units  of  the  federal  admin- 
istrative system  will  accomplish  little  or  nothing  unless  there  is 
some  type  of  organization  adopted  which  will  bring  a  more 
distinct  responsibility  of  bureaus  to  departments,  and  by  bring- 
ing such  a  greater  degree  of  responsibility  of  bureaus  to  de- 
partments, will  give  to  the  president  of  the  United  States  a  more 
effective  means  of  controlling  the  federal  administrative  system 
through  the  heads  of  departments.  It  is  an  interesting  fact 
that  during  the  emergency  of  war,  a  whole  group  of  great 
activities  of  the  national  government  was  organized  independ- 
ently of  the  ten  departments,  although  many  of  these  war 
activities  bore  a  close  relationship  to  existing  departmental 
functions. 

■  The  heads  of  departments  of  the  federal  system  must  remain 
and  should  properly  remain  officers  changing  with  adminis- 
trations— officers  through  whom  the  president  exercises  or  may 
exercise  a  fairly  complete  supervision  over  the  policies  of  the 
national  administration.  That  is,  the  heads  of  the  ten  great 
departments  in  Washington  should  serve  much  the  same  pur- 
pose as  do  the  cabinet  officers  under  the  British  system.  They 
should  be  the  officers  through  whom  policy  is  determined, 
and  they  should  have  under  them  an  effective  and  permanent 
administrative  system  through  which  policies  are  executed. 
On  the  whole,  there  is  substantially  little  need  for  changing 
each  four  years  any  officers  below  the  heads  of  the  ten  great 
departments,  and  there  should  be  so  far  as  possible  permanent 
and  technically  trained  heads  of  bureaus  to  carry  out  effectively 
the  policies  determined  upon.  There  should  also  be  permanent 
administrative  departmental  heads  under  the  cabinet  officers 
who  may  constitute  a  professional  and  technical  group,  not 
for  the  determination  of  policy,  but  for  the  effective  carrying 
out  of  the  policies  determined  upon  by  the  president  and  his 
cabinet. 

When  it  is  carefully  analyzed,  the  present  federal  adminis- 
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trative  system  does  not  look  very  dissimilar  from  the  state  ad- 
ministrative system  of  Illinois  before  the  reorganization  of 
191 7.  The  state  administrative  system  of  Illinois  so  far  as  it 
was  immediately  responsible  to  the  governor  in  Illinois  before 
191 7  was  composed  of  some  hundred  or  more  independent 
offices,  boards,  and  commissions,  each  with  its  separate  statu- 
tory powers,  and  each  with  its  separately  appointed  and  inde- 
pendent head.  These  offices  were  too  numerous  to  be  effec- 
tively supervised  by  any  one  man,  and  their  relationships  with 
each  other  and  with  the  head  of  the  executive  department  were 
such  that  the  governor  exercised  and  could  exercise  only  a 
perfunctory  supervision  over  them.  The  state  administrative 
reorganizations  in  Illinois  and  Ohio  have  taken  as  their  funda- 
mental principle,  not  only  that  all  of  these  previously  independ- 
ent functions  should  be  grouped  under  departments,  but  also 
that  the  functions  brought  within  any  one  department  should 
be  vested  not  in  sub-divisions  of  that  department  but  in  the 
department  itself,  and  subject  to  the  immediate  supervision  of 
the  director  of  that  department. 

Of  course,  there  are  always  some  activities,  both  in  federal 
and  in  state  administration,  of  a  quasi-judicial  character,  which 
must  to  a  large  extent  be  handled  independently  of  the  heads 
of  departments.  The  theory  as  to  such  functions  has  led,  how- 
ever, to  too  great  a  creation  of  independent  boards  and  com- 
missions at  Washington,  and  to  too  much  of  a  setting  up  of 
independent  statutory  powers  in  the  bureaus  within  depart- 
ments. Without  some  reduction  of  this  practice  and  something 
of  a  real  supervision  by  the  heads  of  the  great  department?, 
no  effective  administrative  reorganization  can  be  brought  about. 

Not  only  this,  but  without  steps  in  the  direction  of  real  re- 
sponsibility of  bureaus  to  departments  in  Washington,  there 
can  be  no  very  effective  budgetar\'  organization.  The  Illinois 
budgetary  experience  shows  quite  clearly  that  what  is  needed 
in  order  to  establish  an  effective  executive  budget  is  not  so 
much  detailed  legislation  or  constitutional  amendments  for  a 
budget  system,  as  it  is  such  a  responsibility  of  the  administra- 
tive organization  to  the  governor  that  the  governor  may  deter- 
mine in  the  last  resort  what  general  financial  plan  shall  be 
submitted  to  the  legislative  body  as  a  basis  for  appropriations. 
Not  only  this,  but  the  plan  submitted  bv  the  governor,  or  bv  the 
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president  for  appropriations,  means  little  or  nothing  unless  the 
head  of  the  executive,  whether  he  be  president  or  governor,  so 
controls  his  administrative  organization  that  there  is  no  lobby- 
ing behind  his  back  in  order  to  get  greater  appropriations 
than  those  to  which  he  has  consented  in  the  submission  of  his 
financial  program.  The  executive  department  is  the  great 
spending  department  of  the  government,  and  the  president  is 
not  really  the  executive  head  unless  he  controls  the  financial 
program  of  that  department.  Without  such  a  control  the  sub- 
mission of  a  budget  by  the  president  or  by  a  governor  amounts 
to  little  more  than  the  paper  upon  which  it  is  printed. 

The  problem  of  standardization  of  administrative  personnel 
is  but  another  aspect  of  the  problem  discussed  above.  By  a 
standardization  of  personnel  and  of  its  compensation,  it  is  pos- 
sible to  simplify  the  methods  of  preparing  a  financial  program 
and  to  obtain  a  uniformity  of  compensation  throughout  all  of 
the  departments  of  the  federal  system.  Here  again  the  problem 
is  one  which  has  a  vital  relationship  to  administrative  reor- 
ganization and  to  the  budget.  No  effective  budget  under  exe- 
cutive control  can  ever  be  established  so  long  as  the  several 
departm.ents  of  the  national  government  enter  into  a  competition 
with  each  other  as  to  the  compensation  to  be  paid  their  superior 
and  subordinate  employees.  A  definite  plan  for  the  stand- 
ardization of  compensation,  worked  out  under  the  supervision 
of  the  president  in  cooperation  with  the  heads  of  his  depart- 
ments and  made  a  part  of  a  financial  program  submitted  to 
Congress  (which  may  not  be  defeated  by  bureaus  and  depart- 
ments lobbying  with  Congress),  constitutes  an  essential  of  a 
proper  budget. 

What  is  sought  to  be  emphasized  in  this  statement  is  that 
federal  administrative  reorganization,  financial  program,  and 
standardization  of  personnel,  constitute  a  single  program  so 
tied  together  that  they  must  be  handled  as  a  unit.  Any  plan 
of  federal  budgetary  administration  which  does  not  take  into 
account  the  necessity  for  a  federal  administrative  reorganization 
is  almost  sure  to  fail.  In  fact,  what  must  almost  necessarily 
be  done  in  order  to  have  an  effective  budget  in  the  national 
system  is  first  to  obtain  such  an  administrative  reorganization 
as  will  give  to  the  president  through  the  heads  of  his  great 
departments  a  real  and  substantial  command  of  the  situation. 
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A  budget  is  the  financial  picture  of  the  government  for  which 
it  is  made,  and  the  picture  cannot  readily  be  retouched  so  as  to 
look  better  than  the  government  which  constitutes  the  original. 
There  can  be  no  centralized  budgetary'  control  unless  there  is 
an  administrative  control  and  responsibilit}'.  The  budget  is 
not  merely  an  estimate  of  proposed  appropriations,  or  such 
proposal  plus  proposed  means  of  raising  revenue.  It  is  the 
financial  plan  for  the  operation  of  government  during  the  period 
covered  by  such  proposals  enacted  into  law.  The  administra- 
tion of  the  budget,  year  in  and  \ear  out,  is  equally  as  im- 
portant as  its  proposal  and  legislative  approval.  Permanent 
financial  control  is  an  essential  element  in  a  successful  budget. 
The  experience  of  Illinois  makes  it  seem  highly  desirable  that 
there  should  be  a  department  under  the  president  or  governor 
whose  sole  function  should  be  to  prepare  the  budget,  and  to 
exercise  a  permanent  financial  control  so  as  to  see  that  the 
budget  is  actually  carried  out.  Unless  these  two  functions  are 
united  into  a  single  department,  no  budget  director  will  have 
the  detailed  information  upon  the  basis  of  which  to  pass  upon 
proposed  estimates  which  are  to  constitute  a  budget,  and  no 
department  or  office  charged  with  financial  control  can  fully 
know  the  budget  program  which  it  is  supposed  to  administer. 

A  department  charged  with  these  functions  should  be  limited 
to  the  task  of  financial  control,  for  to  charge  it  with  large  ad- 
ministrative work  in  addition  would  almost  certainly  destroy  its 
efliciency  as  a  financial  agency.  An  administrative  supervision 
ov^er  the  enacted  budget  is  essential,  and  this  supervision  so 
as  to  make  sure  that  the  budget  once  enacted  is  an  actual 
force,  can  never  be  divorced  from  the  task  of  preparing  a 
budget.  The  two  tasks  are  executive,  and  constitute  a  single 
problem,  and  in  no  way  encroach  upon  tiie  legislative  depart- 
ment. United  and  properly  performed,  they  make  possible  the 
exercise  of  the  legislative  function  of  controlling  governmental 
polic\'  upon  the  basis  of  adequate  information.  The  legislative 
department  is  properly  not  organized  to  administer  the  details 
of  financial  control,  and  if  it  sought  to  organize  itself  for  this 
purpose  would  almost  certainly  lose  in  a  maze  of  details  the 
control  of  policy  which  it  can  and  should  actually  exercise. 
The  ver\'  magnitude  of  the  federal  problem  of  budgetan-  and 
financial  control  makes  it  more  essential  than  in  the  states  that 
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the  legislative  department  should  guard  against  losing  its  way 
in  the  labyrinth  of  accounting  and  financial  detail.  Not  only 
are  these  two  functions  inseparable,  but  it  is  difficult  to  see  how 
the  president  can  be  the  head  of  an  executive  department  which 
is  really  responsible  to  him  unless  he  controls  the  budgetary 
recommendations  made  by  all  parts  of  the  executive  depart- 
ment, and  the  administration  of  appropriations  made  to  that 
department.  For  Congress  to  seek  to  hold  him  responsible  for 
results  in  his  department  without  giving  him  power  to  achieve 
results  would  be  futile. 

One  of  the  most  serious  difficulties  in  the  past  with  federal 
financing  has  arisen  because  of  deficiencies  which  must  be  met 
at  each  session  of  Congress.  It  is  very  well  to  say  that  Con- 
gress will  not  appropriate  to  meet  deficiencies  which  have  al- 
ready been  incurred,  but  no  legislative  body  can  or  should  take 
such  an  attitude.  Under  the  plan  involved  in  the  federal 
legislation  of  June  10,  how  is  the  problem  of  deficiencies  to  be 
met?  The  budget  authority  and  the  accounting  authority  are 
made  independent  of  each  other,  and  under  the  accounting 
authority  as  it  has  operated  in  the  past  little  has  been  or  could 
have  been  accomplished  to  prevent  the  creation  of  deficiencies. 
In  order  to  prevent  deficiencies,  something  needs  to  be  done  in 
the  administration  of  appropriations  from  the  very  date  when 
such  appropriations  become  available,  and  there  is  need  for  a 
definite  plan  of  reporting  month  by  month  not  merely  what 
money  has  been  expended,  but  also  what  obligations  have  been 
incurred.  With  machinery  for  the  preparation  of  the  budget 
independent  of  the  machinery  for  budgetary  control  through- 
out the  life  of  the  budget,  such  a  plan  of  reporting  is  not  likely 
to  be  set  up,  and  the  existence  or  possible  existence  of  defi- 
ciencies cannot  be  known  to  the  budget  authority  until  new 
estimates  come  to  be  prepared.  It  is  then  too  late  to  deal  in 
any  intelligent  manner  with  the  problem  of  deficiencies.  This 
problem  is  cited  as  illustrating  the  necessity  for  uniting  the 
preparation  of  budget  estimates  with  a  continuous  budgetary 
control.  This  does  not  mean  that  the  details  of  accounting 
should  be  handled  as  a  part  of  budgetary  control,  but  it  does 
mean  that  in  order  to  have  an  effective  budget  in  state  or  nation, 
power  must  be  in  the  same  hands  to  prepare  and  obtain  legis- 
lative approval  of  a  budget,  and  also  to  see  that  this  budget 
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is  lived  up  to  for  the  whole  period  w  hich  it  covers.  There  has 
never  been  in  the  federal  organization  any  effective  machinery 
for  this  purpose  and  no  machinery'  is  set  up  by  the  recent  legis- 
lation. Any  success  with  the  budget  obtained  under  the  Illinois 
reorganization  of  1917  has  been  obtained  by  the  union  of  the 
two  functions  here  under  discussion. 

There  is  no  intention  here  of  going  into  the  problem  of  con- 
gressional organization  for  the  consideraton  of  the  budget. 
This  problem  is  too  important  to  be  considered  within  the  pres- 
ent limits  in  reference  to  state  experience,  but  it  is,  of  course, 
necessary  that  there  be  a  greater  unification  of  congressional 
machinery  than  that  now  existing. 

A  word  should  be  said  about  one  of  the  chief  problems  of 
state  and  national  budgetary  organization — the  problem  of  con- 
tinuity of  policy  as  bearing  upon  frequent  changes  of  adminis- 
trations. Illinois  has  just  had  her  first  test  of  budgetary  pro- 
cedure in  this  respect.  If  each  state  and  national  administra- 
tion is  to  disregard  the  policies  of  the  past  administration  and 
is  to  establish  anew  its  financial  policy'  without  reference  to  the 
past,  a  budgetary  plan  will  fail  at  each  time  when  governors  or 
presidents  change.  This  does  not  mean  that  a  financial  plan 
should  be  independent  of  the  executive,  for  the  financial  plan 
is  really  one  of  the  most  essential  means  through  which  the 
executive  is  to  exercise  a  real  control  over  his  administration. 
However,  it  does  mean  that  some  method  must  be  worked  out 
by  which  the  head  of  a  new  administration  is  (before  that 
administration  begins)  coordinated  with  the  financial  activities 
of  the  administration  which  is  just  ceasing  to  have  authority. 

This  article  seeks  to  emphasize  certain  things  as  essential : 

(i)  There  must  be  a  centralized  and  carefully  coordinated 
executive  administration. 

(2)  The  executive  is  and  will  remain  the  chief  spender  of 
money,  and  must  through  its  head  have  complete  control  over 
the  financial  program  for  executive  expenditures,  and  must 
exercise  that  control  so  that  its  subordinates  will  not  by  lobby- 
ing or  otherwise  upset  such  a  financial  program. 

(3)  There  must  be  a  budgetary  administration  throughout 
the  whole  life  of  a  budget,  carried  on  by  the  same  office  which 
prepares  the  budget;  in  order  that  the  financial  program  of  the 
executive  department  may  be  lived  up  to,  and  in  order  that  the 
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body  finally  passing  upon  and  preparing  the  complete  estimates 
may  have  information  upon  the  basis  of  which  to  act  in- 
telligently. 

(4)  The  legislative  department  must  have  sufficient  infor- 
mation as  to  past  expenditures  and  future  proposed  expendi- 
tures to  pass  intelligently  upon  all  matters  of  financial  policy, 
but  for  this  purpose  it  will  derive  little  aid  from  the  details  of 
accounting  procedure  involved  in  the  actual  payment  of  the 
government's  bills, 
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IT  is  the  chief  function  of  the  Academy  of  Political  Science 
to  analyze  problems  in  a  philosophical  spirit  and  by  scien- 
tific methods.  The  American  people  are  more  in  need  of 
aids  to  right  thinking  than  of  exhortations  to  support  right 
courses  of  conduct.  Everybody  would  support  disarmament 
if  it  could  be  made  clear  just  when  to  proceed  and  on  what 
plans.  Everybody  would  support  expenditures  for  education 
and  the  improvement  of  the  public  health  if  it  were  made 
clear  that  great  advantages  would  result,  and  that  the  plans 
by  means  of  which  these  benefits  could  be  obtained  were  the 
best  that  could  be  devised. 

All  public  expenditures,  like  all  private  outlays,  must  come 
out  of  the  aggregate  income  of  the  people,  w^hether  as  individ- 
uals or  as  business  corporations.  Taking  the  broad  view,  the 
burden  of  taxation  for  public  objects,  like  that  of  the  expendi- 
ture for  private  needs,  rests  upon  the  whole  people  in  their 
organized  wealth-producing  capacity.  Inasmuch  as  the  same 
hundred  million  people  are  citizens  of  the  forty-eight  states, 
of  some  thousands  of  counties  and  of  still  more  thousands  of 
cities,  towns,  villages  and  minor  districts,  it  is  more  important 
for  certain  purposes  of  broad  understanding  to  consider  what 
the  people  obtain  for  the  grand  total  of  the  money  they  pay 
in  taxes  than  to  consider  whether  the  taxes  are  levied,  collected 
and  spent  by  municipal  or  local  governments  on  the  one  hand, 
or  by  state  and  national  governments  on  the  other. 

One  sweeping  generalization  is  obviously  true:  With  our 
large  population  and  more  highly  organized  economic,  social 
and  political  life,  the  average  family  obtains  a  considerably 
larger  portion  of  the  satisfaction  of  its  wants  and  needs  through 
collective  action  than  in  former  periods.  It  follows  that  in  the 
division  of  the  gross  national  income  a  larger  percentage  goes 

1  Introductory  address  as  presidini;  officer  at  the  third  session  of  the 
Acad«my  meeting  in  New  York  City,  May  23,  1921. 
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to  purposes  of  public  expenditure  than  in  times  when  govern- 
ment was  a  far  less  active  agent  for  communities  and  the 
general  public  than  it  has  now  become. 

The  fact,  therefore,  that  public  revenues  have  increased  more 
rapidly  than  has  the  population,  and  that  individual  taxpayers 
must  contribute  to  these  public  revenues  a  larger  part  of  their 
income  than  formerly,  should  not  be  regarded  as  alarming  in 
itself.  The  real  question  is,  whether  or  not  the  public  agencies 
which  collect  and  spend  so  large  a  part  of  the  gross  national 
income  are  responding  in  an  efficient  way  to  intelligent  de- 
mands for  collective  action. 

Armies  and  navies  involve  very  great  national  expenditure, 
and  their  object  is  to  afford  security  for  the  normal  and  peace- 
ful life  of  the  entire  people.  At  three  or  four  times  of  emer- 
gency in  our  history,  we  have  found  ourselves  spending  far 
too  little  for  these  purposes  of  national  defense,  and  have  in 
consequence  been  precipitated  into  wars  at  terrible  cost  of  life 
and  treasure.  Peace-time  establishments  for  defense  have 
never  at  any  time  in  the  history  of  the  United  States  been  even 
slightly  burdensome,  when  compared  with  the  value  of  the 
security  that  it  is  their  purpose  to  afford. 

If  we  had  made  due  preparation  in  the  years  19 14,  '15  and 
'16,  viewing  responsibly  the  world  convulsions  which  menaced 
us,  we  should  have  saved  the  lives  of  many  young  men  of 
many  nations  and  also  billions  of  dollars  of  the  world's  wealth. 

The  question,  therefore,  of  the  monetary  cost  of  our  navy 
and  our  army  in  this  period  immediately  following  the  war  is 
not  vital.  The  real  question  before  us  is :  What  is  to  be  the 
nature  of  our  future  security,  and  by  what  means  can  we  best 
safeguard  our  own  peace  and  help  to  maintain  law  and  order 
elsewhere?  The  army  should  be  as  small  as  is  compatible  with 
the  technical  needs  of  a  series  of  branches  and  services  that 
have  become  very  elaborate  by  reason  of  new  kinds  of  warfare. 
There  should  be  short  enlistments,  and  the  army  should  be 
educational  along  the  new  and  hopeful  lines  that  have  already 
been  undertaken.  There  should  be,  henceforth,  a  very  exten- 
sive scheme  of  short-time  military  training  for  young  men 
whose  physical,  mental  and  vocational  development  under  army 
instruction  can  be  made  so  valuable  that  the  whole  cost  of  the 
army  may  be  justified  and  repaid  by  the  increased  efficiency  of 
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hundreds  of  thousands  of  young  men  whose  education  is  an 
army  by-product. 

Some  of  these  educational  possibilities  also  pertain  to  the 
navy  as  a  training  school ;  but  naval  preparedness  is  a  topic  that 
stands  apart.  One  of  the  crying  needs  of  the  world  is  the 
acceptance  of  the  doctrine  that  the  high  seas  are  a  common 
possession,  and  that  they  are  not  to  be  used  for  the  purpose  of 
war  between  rival  nations.  Competitive  navies  must  be  aban- 
doned, or  else  the  strongest  country  must  have  the  largest  na\y. 
Large  naval  expenditure  by  the  United  States,  therefore,  is  to 
be  regarded  as  a  temporary'  device  by  means  of  which  we  may 
the  better  persuade  all  the  naval  powers  to  abandon  completely 
the  present  harmful  doctrines  of  naval  supremacy,  of  relative 
naval  rank,  and  of  competitive  armament. 

The  only  possible  doctrine  is  that  of  the  abolition  of  naval 
warfare,  and  the  guardianship  of  the  common  seas  through  co- 
operation. If  Great  Britain  and  the  United  States  should 
adopt  this  view  of  unqualified  cooperation  in  making  the  oceans 
safe  for  commerce  and  travel,  they  could  easily  persuade  all 
other  powers  to  agree  with  them.  We  could  then  cut  our  naval 
bills  from  half  a  billion  dollars  yearly  to  less  than  a  tenth  of 
that  sum  as  our  share  toward  the  cooperative  policing  of  the 
seas.  After  saving  great  sums  by  a  project  of  international 
union  of  this  kind  for  policing  the  seas,  we  could  proceed  in 
due  time  to  unite  with  other  powers  in  plans  for  greatly  re- 
ducing the  cost  of  land  defenses. 

If  within  a  period  of  five  or  six  years  following  the  armistice 
we  shall  have  made  substantial  progress  toward  international 
agreements  for  keeping  the  peace  and  toward  practical  dis- 
armament, we  may  enter  the  more  hopefully  upon  programs  of 
expenditure  for  the  positive  welfare  of  our  fellow  citizens.  We 
have  greatly  perfected  certain  of  the  instrumentalities  of  pro- 
gress, and  some  of  the  advances  have  followed  in  the  wake  of 
war-time  effort.  Thus  certain  methods  of  eliminating  tropical 
diseases  were  discovered  and  applied  after  our  Spanish  war, 
with  notable  results  in  Cuba  and  the  Canal  Zone.  We  still 
have  before  us  immense  undertakings  for  the  improvement  of 
the  public  health  throughout  this  countn,',  because  we  have  not 
yet  made  thoroughgoing  application  of  our  scientific  knowl- 
edge.     Much  of  this  work  can  and  will  be  done  through  state 
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and  local  health  departments ;  but  there  are  large  fields  of 
endeavor  which  can  best  be  occupied  by  the  public  health  ser- 
vice of  the  national  government. 

Similar  things  are  true  with  regard  to  education.  We  have 
standards  of  training  for  good  citizenship,  for  economic  effi- 
ciency, for  social  usefulness  and  for  personal  happiness.  No 
form  of  public  undertaking  yields  so  much  in  valuable  results 
as  well  devised  systems  of  training  for  the  business  of  life.  Our 
efforts  in  the  future  must  be  intensive  in  the  cultivation  of  the 
people,  the  restoration  of  agricultural  and  country  life,  and  the 
re-making  of  communities.  A  government  can  do  much  by 
judicious  expenditure  to  increase  average  prosperity,  and  thus 
to  enlarge  the  bulk  of  annual  wealth-production.  Out  of  this 
enlarged  bulk  the  community  can,  in  turn,  well  afford  to  pro- 
vide the  government  with  all  necessary  sums  for  the  support 
of  policies  which  are  in  accord  with  the  demands  of  an  ever 
more  elaborate  civilization. 

Obviously,  the  more  extended  the  functions  of  government 
become,  the  more  necessary  it  is  to  improve  the  machinery  of 
government,  casting  aside  what  is  obsolete,  and  giving  scien- 
tific form  to  what  remains.  Fortunately,  as  students  of  politi- 
cal science,  I  think  we  may  congratulate  ourselves  upon  very 
decided  progress  in  the  efficiency  and  character  of  our  public 
services  during  the  life-time  of  this  Academy. 
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I.   The  Evil  of  Government  Expenditure 

ECRETARY  MELLON  in  his  letter  of  April  30th  to 
Congressman  Fordney,  Chairman  of  the  Committee  on 
Ways  and  Means  of  the  House  of  Representatives,  said: 


Ordinary  expenditures  for  the  first  three  quarters  of  the  fiscal  year  1921 
have  been  $3,783,771,996.74,  or  at  the  rate  of  about  $5,000,000,000  for  the 
year.  .  .  .  According  to  the  latest  estimates  of  the  spending  departments, 
.  .  .  ordinary  expenditures  during  the  fiscal  year  1922,  including  interest  on 
the  public  debt,  will  be  over  $4,000,000,000. 

The  Nation  can  not  continue  to  spend  at  this  shocking  rate.  As  the 
President  said  in  his  message,  the  burden  is  unbearable,  and  there  are  two 
avenues  of  relief,  "One  is  rigid  resistance  in  appropriation  and  the  other  \b 
the  utmost  economy  in  administration, ' ' 

Why  should  there  be  retrenchment  in  public  expenditure? 
Why  does  the  Secretary'  of  the  Treasury  speak  of  current  and 
estimated  expenditures  as  shocking?  What  is  the  evil  that  we 
are  discussing  and  what  is  its  effect? 

Government  expenditures  must  be  met  from  taxes.  To  the 
extent  that  they  are  met  promptly  from  taxes  and  from  honest 
taxes  directly  laid  upon  the  incomes  of  the  people,  and  in  pro- 
portion to  those  incomes,  exaggeration  of  the  evil  of  govern- 
ment expenditure  is  avoided.  But  the  evil  itself  cannot  be 
avoided.  Government  expenditure  takes  the  money  of  all 
the  people  for  the  supposed  benefit  of  a  portion  of  the 
people,  honestly  or  dishonestly,  equally  or  unequally,  avowedly 
by  direct  taxation,  or  surreptitiously  by  the  indirect  taxa- 
tion which  results  from  inflation  of  currency  and  credit 
and  of  the  public  debt.  Government  expenditure  takes  the 
fruits  of  the  earth  and  the  labor  of  the  people  and  diverts 
them  from  the  productive  and  reproductive  enterprises  of  men, 
from  the  natural  enjoyment  of  the  men  who  by  their  prudence, 
foresight  and  effort  created  the  wealth  or  made  it  available, 
to  the  sometimes  benevolent  and  sometimes  belligerent,  but  al- 
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most  always  economically  wasteful,  purposes  of  government. 
Government  exploits  all  of  us  for  the  benefit,  or  supposed 
benefit,  of  some  of  us.  Yielding  to  the  vague  aspirations  of 
men  for  a  better  world  or  a  better  distribution  of  the  good 
things  of  this  earth,  government  imposes  upon  all  of  us  ever- 
increasing  burdens  in  the  effort  to  benefit  vociferous  and  or- 
ganized minorities. 

The  government  is  to  give  every  man  a  pension,  and  every  man  an  office, 
and  every  man  a  tax  to  raise  the  price  of  his  product,  and  to  clean  out  every 
man's  creek  for  him,  and  to  buy  all  his  unsalable  property,  and  to  provide 
him  with  plenty  of  currency  to  pay  his  debts,  and  to  educate  his  children, 
and  to  give  him  the  use  of  a  library  and  a  park  and  a  mxiseum  and  a 
gallery  of  pictures.  On  every  side  the  doors  of  waste  and  extravagance 
stand  open ;  and  spend,  squander,  plunder,  and  grab  are  the  watchwords. 

Who  pays  for  it  aU?  The  system  of  plundering  each  other  soon  destroys 
aU  that  it  deals  with.  It  produces  nothing.  Wealth  comes  only  from 
production,  and  all  that  the  wrangling  grabbers,  loafers,  and  jobbers  get 
to  deal  with  comes  from  somebody's  toil  and  sacrifice.  Who,  then,  is  he 
who  provides  it  all?  Go  and  find  him  and  you  will  have  once  more  before 
you  the  Forgotten  Man.  You  wUl  find  him  hard  at  work  because  he  has  a 
great  many  to  support.  Nature  has  done  a  great  deal  for  him  in  giving  him 
a  fertile  soil  and  an  excellent  climate  and  he  wonders  why  it  is  that,  after 
all,  his  scale  of  comfort  is  so  moderate.  He  has  to  get  out  of  the  soU  enough 
to  pay  aU  his  taxes,  and  that  means  the  cost  of  aU  the  jobs  and  the  fund 
for  all  the  plunder.  The  Forgotten  Man  is  delving  away  in  patient  industry, 
supporting  his  family,  paying  his  taxes,  easting  his  vote,  supporting  the 
church  and  the  school,  reading  his  newspaper,  and  cheering  for  the  politician 
of  his  admiration,  but  he  is  the  only  one  for  whom  there  is  no  provision  in 
the  great  scramble  and  the  big  divide. 

These  words  were  spoken  in  1883  by  William  Graham 
Sumner,  a  great  sociologist,  economist  and  teacher,  who  left  the 
impress  of  his  thought  and  personality  upon  generations  of 
Yale  men.^  His  words  are  true  now  as  they  were  40  years  ago, 
but  the  evil  has  been  multiplied  ten-fold. 

II.   The  Lesson  of  History 

During  the  hundred  years  preceding  the  great  war  Europe 
had  been  indulging  progressively  in  unsound  economic  policies. 
Government  ownership  of  railroads  and  public  utilities,  old  age 
pensions,  shipping  subsidies  and  preparedness  for  war,  bur- 

1 ' '  The  Forgotten  Man  and  Other  Essays, ' '  Yale  Unwersity  Press. 
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dened  the  populations  of  the  old  world  with  a  tax-load  so  great 
that  the  only  hope  for  the  continental  belligerents  lay  in  a  brief 
war  of  conquest  which  should  render  available  to  the  victor  the 
resources  of  the  vanquished.  But  the  war  was  so  long,  and 
the  economic  burdens  which  preceded  and  resulted  from  the 
war  were  so  great,  that  the  available  resources  of  both  victor 
and  vanquished  were  exhausted  and  victory  itself  was  only 
less  disastrous  than  defeat. 

Writing  about  the  situation  in  Europe  in  ipoj,  Professor 
Sumner  said : 

Never,  from  the  day  of  barbarism  down  to  our  own  time,  haa  every  man 
in  a  society  been  a  soldier  until  now;  and  the  armaments  of  today  are 
immensely  more  costly  than  ever  before.  There  is  only  one  limit  possible  to 
the  war  preparation  of  a  modern  European  state;  that  is,  the  last  man  and 
the  last  dollar  it  can  control.  What  will  come  of  the  mixture  of  sentimental 
social  philosophy  and  warlike  policy!  There  is  only  one  thing  rationally 
to  be  expected,  and  that  is  a  frightful  effusion  of  blood  in  revolution  and 
war  during  the  century  now  opening.  .  .  . 

At  the  beginning  of  the  twentieth  century  the  great  civilized  nations  are 
making  haste,  in  the  utmost  jealousy  of  each  other,  to  seize  upon  all  the 
outlying  parts  of  the  globe;  they  are  vying  with  each  other  in  the  con- 
struction of  navies  by  which  each  may  defend  its  share  against  the  others. 
What  will  happen!  As  they  are  preparing  for  war  they  certainly  will 
have  war.  .  .  . 

War,  in  the  future  wUl  be  the  clash  of  policies  of  national  vanity  and 
selfishness  when  they  cross  each  other 's  path.  .  .  . 

What  has  just  been  said  suggests  a  consideration  of  the  popular  saying, 
' '  In  time  of  peace  prepare  for  war. ' '  If  you  prepare  a  big  army  and  navy 
and  are  all  ready  for  war,  it  will  be  easy  to  go  to  war;  the  military  and 
naval  men  will  have  a  lot  of  new  machines  and  they  will  be  eager  to  see 
what  they  caji  do  with  them.  There  is  no  such  thing  nowadays  as  a  state 
of  readiness  for  war.  It  is  a  chimera,  and  the  nations  which  pursue  it  are 
falling  into  an  abyss  of  wasted  energy  and  wealth.  When  the  army  is 
supplied  with  the  latest  and  best  rifles,  someone  invents  a  new  field  gun; 
then  the  artillery  must  be  provided  with  that  before  we  are  ready.  By  the 
time  we  get  the  new  gun,  somebody  has  invented  a  new  rifle  and  our  rival 
nation  is  getting  that;  therefore  we  must  have  it,  or  one  a  little  better. 
It  takes  two  or  three  years  and  several  millions  to  do  that.  In  the  meantime 
somebody  proposes  a  more  effective  organization  which  must  be  introduced; 
signals,  balloons,  dogs,  bicycles,  and  every  other  device  and  invention  must 
be  added,  and  men  must  be  trained  to  use  them  all.  There  is  no  state  of 
readiness  for  war;  the  notion  calls  for  never-ending  sacrifices.  It  is  a 
fallacy.  It  is  evident  that  to  pursue  such  a  notion  with  any  idea  of  realizing 
it  would  absorb  all  the  resources  and  activity  of  the  state;  this  the  great 
European  states  are  now  proving  by  experiment.  1 

>  ' '  War  and  Other  Easays, "  Yale  University  Press. 
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These  were  Sumner's  prophetic  words  written  ten  years  be- 
fore the  outbreak  of  the  great  war. 

During  the  same  hundred  years  America  remained  relatively 
aloof  from  socialistic  experimentation  and  from  war  prepara- 
tion. So  America  remained  the  land  of  opportunity.  With 
great  natural  resources,  underpopulated,  bounded  on  the  north 
by  Canada  and  protected  along  that  vast  frontier  not  by  forti- 
fications but  by  an  agreement  to  have  none,  bounded  on  the 
south  by  Mexico  and  protected  along  that  frontier  by  the  weak- 
ness of  its  neighbor,  bounded  on  the  east  and  west  by  the 
Atlantic  and  Pacific  Oceans  and  protected  by  them,  blessed 
by  a  Constitution  devised  in  distrust  of  governments,  with 
deliberate  intent  to  hobble  the  power  of  that  Federal  Govern- 
ment which  it  created,  America  was  the  happy  and  prosperous 
home  of  the  descendants  of  the  pilgrims  who  came  here  300 
years  ago  and  the  promised  land  of  those  who  were  borne  down 
by  the  intolerable  economic  and  social  conditions  of  Nine- 
teenth Century  Europe. 

In  the  great  war  the  decision  rested  with  the  men  and  the 
resources  of  the  new  world.  The  Allies  were  able,  with 
the  aid  of  the  untaxed  and  untrained  manhood  and  wealth 
of  Great  Britain's  overseas  empire,  to  hold  the  field  until 
America  entered  the  fray,  and  then  our  unmortgaged  re- 
sources and  the  splendid  armies  we  created  from  a  citizen- 
ship whose  spirit  had  not  been  broken  nor  its  physique 
undermined  by  military  or  economic  servitude,  broke  the 
deadlock.  The  victory  left  both  victor  and  vanquished  in 
continental  Europe  in  acute  distress,  impaired  the  power 
for  good  or  ill  of  our  other  associates  in  the  war,  Great 
Britain  and  Japan,  and  made  the  United  States,  though  abso- 
lutely poorer  no  doubt,  yet  relatively  richer  and  stronger  than 
she  was  before  the  war,  and  indeed  by  all  odds  the  richest, 
strongest  and  most  fortunate  of  the  nations  of  the  earth. 

III.   What  and  Why  We  Spend 

What  have  we  learned  from  European  history?  What  ad- 
vantage have  we  taken  of  this  unique  position  ?  None  at  all. 
Though  before  the  war  the  Government  of  the  United  States 
spent  about  $1,000,000,000  a  year  for  all  purposes,  including 
interest  on  the  public  debt,  in  the  fiscal  year  ended  June  30, 
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1920,  the  first  full  fiscal  year  after  fighting  stopped,  the  Gov- 
ernment spent  $6,400,000,000;  in  the  fiscal  year  1921  it  will 
spend  $5,000,000,000;*  and  in  the  fiscal  year  1922  it  will 
spend  more  than  $4,000,000,000,  says  Secretary'  Mellon.  These 
figures  include  interest  on  the  public  debt,  which  amounts  to 
about  $1,000,000,000,  but  include  nothing  for  sinking  fund  or 
other  debt  redemption.  Excluding  both  interest  and  sinking 
fund,  the  government  will  spend  more  than  four  times  as  much 
this  fiscal  year,  and  more  than  three  times  as  much  next  fiscal 
year,  as  it  spent  before  the  war.  Why  should  victor)'  impose 
these  heavy  charges  upon  the  victor?  Are  these  expenditures 
wise  and  necessary  ?  What  can  be  done  to  curtail  them  ?  How 
does  it  happen  that,  though  successive  Presidents  and  Secre- 
taries of  the  Treasury  argue  and  plead  for  economy,  even 
demand  it,  and  the  people  clamor  for  it,  yet  there  is  no  economy  ? 

Each  of  the  executive  departments  is  concerned  to  improve 
its  service  and  to  discover  new  and  useful  fields  of  service. 
The  entire  organization  of  the  Army,  of  the  Na\y,  of  each 
of  the  departments,  independent  offices  and  agencies  of  the 
Government,  is  devoted  to  an  important  task.  Its  particular 
function  seems  of  vital  usefulness,  even  necessity.  Experts  in 
each  are  alive  to  its  defects  and  to  the  opportunities  for  use- 
fulness which  have  not  been  availed  of.  The  secretary',  or 
other  head  of  the  department,  drawn  from  private  life,  perhaps 
wholly  ignorant  at  the  outset  of  the  nature  and  extent  of  its 
problems,  promptly  becomes  the  advocate  of  the  policies  and 
demands  of  his  permanent  assistants  and  bureau  chiefs.  If  he 
does  not  become  such  advocate,  he  may  break  down  the  morale 
of  his  organization  and  possibly  lose  the  confidence  of  his 
personnel.  If  he  vetoes  their  demands  for  appropriations,  he 
must  assume  sole  personal  responsibility  for  any  failure  of 
his  department  to  meet  the  needs  of  the  situation.  If  he  accepts 
their  estimates  and  submits  them  to  Congress,  Congress  must 
take  the  responsibility  of  granting  or  rejecting  them. 

In  Congress,  the  work  is  done  in  committees,  and  the  only 
committees  familiar  with  the  problem  are  those  specially  created 
for  the  purpose,  the  Committee  on  Military  Affairs  for  the  War 
Department,  the  Committee  on  Naval  Affairs  for  the  Na\y 
Department,  etc.,  etc.  These  committees  soon  become  special 
advocates  of  the  departments  whose  affairs  are  committed  to 
»  It  (lid  spend  ♦5,115.927,689.30. 
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their  charge,  following  the  natural  human  instinct  to  magnify 
the  importance  of  the  work  in  which  they  are  engaged. 

Behind  it  all  is  the  pressure  of  organized  interests  in  the 
constituencies,  which  are  the  beneficiaries  of  specific  expendi- 
tures, operating  upon  politicians,  executive  departments,  Sena- 
tors and  Congressmen.  The  strident  voice  of  greed  is  heard 
in  the  market  place  and  in  legislative  halls;  the  voice  of  the 
people  is  barely  audible.  The  glamour  of  a  magnificent  or 
beneficent  undertaking  helps  to  silence  the  outcry  which  might 
otherwise  be  raised  on  behalf  of  the  general  public.  The  fact 
that  each  project  is  considered  separately,  without  reference, 
either  in  executive  departments  or  Congress,  to  ways  and  means 
of  financing  it,  prevents  concentration  of  popular  opinion  on 
the  awful  total.  All  agree  that  there  must  be  economy,  but  as 
each  item  is  presented  all  seemingly  agree  that  that  is  not  the 
proper  field  for  economy.  There  must  be  economy,  but  there 
must  be  a  merchant  marine,  whatever  the  cost.  There  must 
be  economy,  but  the  government  must  pay  high  wages  to  rail- 
road employees  and  furnish  transportation  on  the  railroads 
at  less  than  cost.  There  must  be  economy,  but  the  world-war 
soldiers  must  have  their  bonus.  There  must  be  economy,  but 
Civil  War  pensions  must  be  increased.  There  must  be  economy, 
but  we  must  prepare  for  war,  regardless  of  expense. 

IV.   The  Budget 

It  looks  as  though  we  should  have  a  budget  pretty  soon. 
It  will  be  of  some  help,  and  it  is  important  that  we  should  have 
it.  The  budget  bill  which  Congress  once  passed  and  which  is 
now  in  conference  is  a  step  in  the  right  direction,  but  it  has 
grave  shortcomings.^  A  budget  to  be  really  effective  should 
set  out  all  the  expenditures  to  be  made  by  the  government  for 
the  ensuing  year  and  the  revenues  to  meet  them.  The  point  is 
to  concentrate  attention  at  one  time  each  year  upon  the  aggre- 
gate of  expenditure  and  the  means  of  meeting  it.  The  pro- 
posed budget  legislation  does  not  accomplish  this,  because  it 
leaves  Congress  free,  and  through  Congress  the  Executive,  to 
initiate  appropriations  outside  the  budget  at  intervals  during 
the  year,  and  to  authorize  expenditures  which  need  never  ap- 
pear in  the  budget,  or  in  any  appropriation  at  all,  by  the  device 

1  This  bill  became  law  June  10,  1921. 
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of  revolving  funds,  reimbursable  appropriations,  indefinite  ap- 
propriations and  government-controlled  corporations. 

The  Constitution  of  the  United  States  provides  that  "  no 
money  shall  be  drawn  from  the  Treasurw  but  in  consequence  of 
appropriations  made  by  law  ;  and  a  regular  statement  and  ac- 
count of  the  receipts  and  expenditures  of  all  public  money  shall 
be  published  from  time  to  time."  In  the  desire  of  Congress  to 
authorize  the  disbursement  of  government  funds  and  at  the 
same  time  to  make  a  record  for  economy,  the  devices  mentioned 
have  been  used  to  exploit  the  public  treasury  without  making 
a  record  of  appropriation  ;  and  in  consequence  of  these  devices  it 
has  been  impossible  for  the  Treasur)'  to  make  a  true  statement 
of  the  accounts.^  Since  the  Constitution  requires  that  no  money 
shall  be  drawn  from  the  Treasury  without  an  appropriation. 
Congress  authorizes  spending  departments  and  agencies  to 
withhold  from  the  Treasury  the  proceeds  of  the  sale  and  use 
of  government  property  and  to  spend  them  again. 

Though  the  constitutional  requirement  that  no  money  shall 
be  drawn  from  the  Treasury  without  an  appropriation  is  thus 
successfully  evaded,  the  constitutional  requirement  that  a  regu- 
lar statement  and  account  of  receipts  and  expenditures  shall  be 
published  is  at  the  same  time  made  impossible  of  performance. 
The  Treasury  does  not  correctly  state  the  receipts  or  expendi- 
tures of  the  government  of  the  United  States,  for  the  reason 
that  it  has  no  means  of  obtaining  correct  current  information 
concerning  the  amount  of  receipts  from  the  sale  and  use  of 
government  property  or  the  disposition  of  such  receipts.  I  do 
not  think  any  government  officer  knows  what  is  the  aggregate 
amount  of  the  receipts  from  the  sale  and  use  of  government 
property  during  and  since  the  war,  nor  to  what  extent  the 

1  The  Treasury  does  what  it  can  to  avoid  misleading  the  public  by- 
printing  the  following  on  its  monthly  statements  of  classified  expendituree 
of  the  government:  "Note. — Because  of  legislation  establishing  revolving 
funds  and  providing  for  the  reimbursoraent  of  appropriations,  commented 
upon  in  the  annual  report  of  the  Secretary  of  the  Treasury  for  the  fiscal  year 
1919,  p.  120.  ff.,  the  gross  expenditures  in  the  CJise  of  some  departments  and 
agencies,  notably  the  War  Department,  the  Railroad  Administration,  and  the 
Shipping  IJoard,  have  been  considerably  larger  than  above  stated.  This 
statement  does  not  include  expenditures  on  account  of  the  Postal  Service 
other  than  salaries  and  expenses  of  the  Post  Oflice  Department  in  Washing- 
ton, postal  deficiencies,  and  items  appropriated  by  Ck)ngree8  payable  from 
the  general  fund  of  the  Treasury. ' ' 
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Treasury  statements  of  receipts  and  expenditures  have  been  un- 
avoidably falsified  in  consequence  of  the  action  of  Congress  in 
authorizing  the  withholding  from  the  Treasury  of  these  moneys 
and  their  use  without  an  appropriation.  I  should  be  very  much 
surprised  if  the  aggregate  amount  received  by  the  War  Depart- 
ment and  the  Navy  Department  from  the  sale  of  war  munitions 
and  supplies,  etc.,  and  by  the  Shipping  Board  from  the  sale 
and  chartering  of  ships  and  property,  and  diverted  to  other 
purposes  without  passing  through  the  Treasury,  did  not  run 
well  into  ten  figures.  Mr.  Gilbert,^  the  present  Fiscal  Assistant 
Secretary  of  the  Treasury,  my  able  successor,  in  an  address  in 
February  last  said : 

The  estimates  for  the  current  year,  for  example,  show  that  over  a  billion 
dollars  of  expenditures  were  authorized  by  the  last  session  of  Congress  in 
addition  to  the  amount  shown  in  the  usual  compiled  statements  of  appro- 
priations. In  fact,  the  practice  has  reached  such  proportions  as  to  be  almost 
a  national  scandal,  and  it  was  vigorously  denounced  in  the  President's  last 
annual  message.  It  has  become  the  first  principle  of  strategy  on  the  part 
of  people  interested  in  appropriations  for  various  special  purposes  to  frame 
the  matter  so  as  to  authorize  the  use  of  the  public  funds  indirectly,  or  in 
indefinite  terms,  or  by  authorization  for  expenditure  of  unexpended  balances, 
perhaps  appropriated  originally  for  other  purposes,  or  by  authorizations  to 
divert  government  receipts  before  they  ever  reach  the  Treasury.  Efforts  are 
made  to  find  general  words  which  do  not  speak  in  terms  of  appropriations  and 
cannot  be  readily  calculated.  The  last  session  of  the  present  Congress,  for 
example,  authorized  additional  expenditures  out  of  balances  of  prior  ap- 
propriations and  from  receipts  to  the  amount  of  over  $500,000,000,  including 
over  $400,000,000  for  the  Shipping  Board.  The  present  session  of  Congress 
by  similar  procedure  takes  credit  for  refusing  appropriations  for  the  Ship- 
ping Board  but,  at  the  same  time,  proposes  to  authorize  the  expenditure  of 
receipts  in  amounts  that  may  reach  as  high  as  $200,000,000.  By  the  in- 
definite appropriation  for  the  railroad  guaranty  about  $650,000,000  was  in 
effect  appropriated  without  appearing  in  any  of  the  statements  of  appro- 
priations. * 

Though  the  pending  budget  bill  is  a  step  in  the  right  direc- 
tion, the  following  are  the  fundamental  principles  of  sound 
budget  and  audit  legislation  and  should  not  be  forgotten  : 

( 1 )  All  expenditures  should  be  authorized  at  one  time,  and 
the  taxes  to  meet  them  should  be  provided  at  the  same  time. 

(2)  No  appropriations  should  be  asked  or  estimates  sub- 

1  Now  The  Under-Secretary  of  the  Treasury. 
'  See  also  Secretary  Glass 's  Annual  Report,  1919,  pp.  126-132. 
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mittccl  by  the  Administration  without  examination  and 
report  as  to  ways  and  means  by  the  Secretary  of  the  Treas- 
ury, the  member  of  the  Administration  charged  with  the  re- 
sponsibility of  financing  them,  or,  if  he  disapproves,  the  ap- 
proval of  the  President  after  hearing  his  objections;  and  in 
the  latter  case  it  should  be  the  duty  of  the  President  himself 
to  point  out  ways  and  means. 

(3)  No  estimates  should  be  approved  or  appropriations  made 
by  Congress  without  examination  and  report  as  to  ways  and 
means  by  the  Ways  and  Means  Committee  of  the  House  and 
the  Finance  Committee  of  the  Senate,  the  committees  of  those 
Houses  severally  charged  with  responsibilit)'  for  revenue  bills. 

(4)  No  expenditures  should  be  authorized  without  an  appro- 
priation. Executive  departments  and  agencies  of  the  govern- 
ment should  be  required  to  turn  into  the  Treasur>'  every  dollar 
received  from  the  sale  or  operation  of  government  property 
and  to  obtain  specific  appropriations  for  every  dollar  to  be  spent. 

(5)  The  practices  of  making  indefinite  appropriations  as  in 
the  Transportation  Act,  1920;  and  of  granting  subsidies,  with- 
out an  appropriation,  by  the  device  of  tax  exemption,  as  in  the 
Merchant  Marine  Act,  1920,  should  be  prohibited. 

(6)  There  should  be  a  prompt  field  audit,  not  directed 
merely,  as  at  present,  to  discovering,  long  after  the  fact, 
whether  there  has  been  actual  misappropriation  of  govern- 
ment money,  but  directed  also  to  discovering  whether  there  has 
been  inefficiency,  duplication  or  waste.  This  audit  should  be 
conducted  by  permanent  officials  free  from  the  interference  of 
changing  administrations  or  congressional  majorities  or  com- 
mittees. 

V.   Where  the  Money  Goes 

The  money  certainly  does  not  go  to  overpaying  government 
employees.  On  the  contrary,  there  is  urgent  need  for  higher 
pay  and  a  greater  number  of  supervisory  employees.  The  in- 
stinct of  Congress,  whenever  the  work  of  a  department  falls 
so  far  behind  as  to  receive  their  consideration,  is  to  authorize 
the  addition  of  a  large  number  of  low-paid  employees.  This  is 
very  much  more  expensive  for  the  government,  both  in  the 
matter  of  pay-roll  and  also  in  the  matter  of  providing  space 
and  materials  and  equipment  for  them,  than   would  be   the 
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employment  of  supervisory  employees  clever  enough  to  devise 
economies  of  time  and  method  which  would  make  additional 
subordinate  employees  unnecessary.  The  present  method  pre- 
vents the  employment  of  one  $10,000  man  whose  skill  and 
ingenuity  in  effecting  economies  and  expediting  the  work  under 
his  direction  might  render  unnecessary  the  employment  of  five 
hundred  $1,000  men,  not  to  mention  the  space,  material  and 
equipment  which  they  use.  Congress  is  penny-wise  and  pound 
foolish ! 

But  important  as  it  is  to  have  a  sound  budget  and  audit 
system,  and  to  effect  any  possible  economies  in  administration, 
no  well  informed  person  believes  that  these  could  possibly 
reduce  expenditures  by  more  than  one  or  two  per  cent.  They 
may  stop  some  relatively  unimportant  leaks  but  the  bung-hole 
is  open — wide  open.  Assistant  Secretary  Gilbert  in  his  speech 
before  referred  to  said : 

There  has  been  much  idle  talk  to  the  effect  that  the  excessive  cost  of 
government  is  due  to  inefl&ciency  and  extravagance  in  the  executive  depart- 
ments. Without  doubt,  there  has  been  waste  and  inefficiency  in  the  various 
government  departments  and  establishments,  and  much  can  be  accomplished, 
and  has  already  been  accompLtehed,  by  the  introduction  of  efficient  and 
economic  methods  of  administration  and  the  elimination  of  duplication  and 
unnecessary  work.  It  might  well  be  possible  to  save  <aa  much  as  $50,000,000 
or  $100,000,000  by  careful  and  scientific  reorganization  of  the  government's 
business.  It  is  futile,  however,  to  expect  that  any  reorganization  of  govern- 
ment departments  vdll  effect  a  relatively  substantial  reduction  of  elpenditures. 

The  "figures  show  that  over  90  per  cent  of  the  total  annual  expenditures 
of  the  government  are  related  to  war.  Out  of  total  expenditures  during 
1920  of  about  $6,400,000,000,  about  5^  billions  represented  expenditures 
directly  traceable  to  the  war,  to  past  wars,  or  to  preparedness  for  future  wars. 
Of  these,  about  $2,500,000,000  went  for  the  Army  and  Navy,  over  500,000,000 
for  the  Shipping  Board,  over  $1,000,000,000  for  the  railroads,  another 
$1,000,000,000  for  interest  on  the  public  debt,  almost  $500,000,000  for 
purchase  of  obligations  of  foreign  governments  on  account  of  their  war 
expenditures,  and  the  remainder  for  pensions,  war  risk  allotments,  and  mis- 
cellaneous items  related  to  war.  An  analysis  of  the  expenditures  for  the 
first  six  months  of  the  current  fiscal  year  gives  similar  results.  The  figures 
also  show  that  the  total  cost  of  running  what  may  be  termed  the  civil  estab- 
lishment proper,  that  is  to  say,  the  various  government  departments,  boards 
and  commissions  and  the  Legislative  establishment,  have  not  much  exceeded 
$250,000,000  even  in  the  abnormal  war  years. 

Let  us  consider  in  some  detail  the  principal  items  of  govern- 
ment expenditure. 

Merchant  Marine.      The  government  expenditure  of  some 
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billions  on  ships  and  shipyards  has  resulted  in  no  return  what- 
ever to  the  Treasury.  The  proceeds  of  sale  and  oj^eration 
(including  ojjcrations  during  the  period  when  there  was  a  short- 
age of  ships  and  freight  rates  were  inordinately  high)  have 
been  devoted  to  new  construction  or  to  meeting  operating 
deficits.  So  the  official  figures  for  the  jx)st-armistice  period, 
which  show  expenditures  by  the  Shipping  Board  for  the 

fiscal  year  1920  of  only $530,000,000 

for  192 1    (partly  estimated)   of 100,000,000 

and  for  1922  (estimated)  of 125,000,000 

or  a  total  of $755,000,000 

grossly  understate  them.' 

We  made  up  our  minds  to  have  a  merchant  marine  at  any 
cost  and  to  create  ports  and  trade  routes  where  there  were  none. 
Ships  were  set  sailing  from  ports  and  over  routes  which  were 
not  justified  by  business  demand.  If  the  business  had  been 
there,  private  capital  would  have  been  found  to  supply  the 
need.  The  business  was  not  there,  so  the  government  stepped 
in  and  provided  transportation  for  fortunate  shippers  over  un- 
profitable routes  and  made  seaports  of  places  which  had  har- 
bors but  no  business — at  the  expense  of  the  taxpayers.  After 
armistice  the  government  went  on  building  ships  at  war  costs 
of  labor  and  materials,  using  the  taxpayers'  money  to  create 
tonnage.  It  created  a  vast  tonnage  in  the  effort  to  make  a  well- 
balanced  fleet,  whatever  that  may  mean,  with  the  result  that, 
after  the  effect  of  war  and  post-armistice  inflation  had  dis- 
appeared, the  surplus  tonnage,  created  with  the  taxpayers' 
money,  greatly  aggravated  the  depression  in  the  shipping  busi- 
ness, and  tens  of  millions  of  dollars  worth  of  hulls  are  grind- 
ing themselves  to  pieces.  If  we  want  a  merchant  marine,  we 
shall  have  it.     A  little  matter  of  expense  to  a  hundred  million 

'  Mr.  Laaker,  the  new  Chairman  of  the  Shipping  Board,  in  a  refreshingly 
frank  statement  published  in  the  New  York  Times  and  other  papers  on  July 
19,  1921,  estimated  the  exj>enditures  of  the  Shipping  Board  for  the  fiscal 
year  ended  June  30,  1921,  alone  at  $680,000,000,  of  which  $200,000,000  he 
estimated  wa«  derived  from  the  sale  of  ships  and  other  capital  assets  aad 
$.100,000,000  from  the  operation  of  ships.  He  condemned  in  no  measured 
t«>rms  the  accounting  methods  which  I  have  criticised  and  promised  to  put 
nn  end  to  them.  lie  estimated,  however,  that  he  would  have  to  ask  Congress 
for  $300,000,000  for  the  fwcal  year  1922. 
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people  will  not  stand  in  their  way.  And  the  voices  of  Senators 
and  Congressmen  from  the  places  where  shipyards  are  owned 
by  the  government,  and  from  seaports  created  by  executive  fiat, 
and  from  districts  benefited  by  the  maintenance  of  artificial  and 
uneconomic  trade  routes,  are  lifted  in  support  of  the  program 
•of  waste. 

But  in  the  long  run,  after  billions  have  been  wasted,  economic 
law  will  have  its  way.  Uncle  Sam  will  grow  tired  of  main- 
taining a  merchant  marine  which  costs  more  than  it  is  worth. 
American  exporters  are  interested  in  having  their  goods 
shipped  as  cheaply  as  possible  to  foreign  ports,  so  that  they 
may  compete  as  favorably  as  possible  with  foreign  goods. 
American  workmen  will  not  sail  the  high  seas  if  they  can  get 
good  jobs  at  home  for  the  same  pay.  Ships  for  serving  for- 
eign trade  will  be  built  in  the  countries  where  the  cost  of 
construction  is  lowest,  they  will  be  manned  by  seamen  drawn 
from  the  countries  where  opportunity  for  profitable  employ- 
ment at  home  is  not  ample. 

We  had  our  great  day  on  the  high  seas  before  the  Civil  War. 
We  could  compete  with  any  in  building  wooden  ships,  and, 
before  the  great  development  of  the  nineteenth  century  had 
opened  up  this  vast  continent  for  exploitation,  the  life  of  the 
pioneers  on  the  eastern  seaboard  was  not  so  easy  but  what  they 
were  glad  to  take  to  the  life  of  the  sea.  Stern  nature  drove 
our  American  pioneers  to  the  sea,  drove  Norsemen  to  the  sea, 
and  drove  Dutchmen  to  the  sea.  Over-population  and  con- 
centrated land-holdings  drove  Englishmen  to  the  sea.  Since 
the  Civil  War  a  rich  continent  to  exploit  and  ample  facilities 
for  its  exploitation,  have  kept  Americans  at  home ;  while  the 
substitution  of  steel  ship  construction,  and  high  prices  for 
the  American  product,  made  possible  by  protection,  have  kept 
us  out  of  shipbuilding.  It  costs  more  to  build  American  ships 
and  it  costs  more  to  man  them  with  Americans.  American 
built  and  manned  ships  cannot  be  run  in  competition  with  for- 
eign ships  except  at  a  loss.  Do  we  want  our  own  merchant 
marine  badly  enough  to  be  willing  to  accept  that  loss  and 
throw  the  burden  on  the  taxpayers? 

Before  the  war  we  had  a  "  favorable  "  balance  of  trade,  that 
is  to  say,  our  visible  exports  exceeded  our  visible  imports. 
This  favorable  balance  was  greatly  increased  during  the  war 
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and  the  early  post-armistice  period.  The  over-populated  old 
world  needs  our  goods.  Fertile  America  should  produce 
more  than  she  consumes.  She  must  do  so,  or  leave  the 
world's  war  problem  to  be  solved  by  shifting  the  balance 
of  population  from  the  old  world  to  the  new  by  the 
processes,  now  in  operation,  of  starvation  and  emigration. 
The  pre-war  balance  of  trade  in  our  favor  was  taken  care 
of  by  Europe's  "  invisible  "  credits:  interest  charges  due  from 
America  to  the  old  world,  freight  and  insurance  charges, 
banking  charges,  immigrants'  remittances,  travellers'  expendi- 
tures, etc.,  etc.  We  cannot  sell  everything  and  buy  nothing. 
We  must  leave  our  customers  some  means  of  payment.  The 
international  account  must  be  balanced,  if  not  in  goods,  then 
in  services  and  remittances.  Because  we  have  had  and  should 
have  a  "  favorable "  trade  balance,  having  a  surplus  and 
Europe  a  deficiency  of  food  and  raw  materials,  because  we 
have  since  the  war  become  the  world's  creditor,  the  inexorable 
logic  of  the  situation  demands  that  Europe  make  payment  for 
her  purchases  increasingly  in  services.  So  Europe  will  be 
able  to  underbid  us  in  the  matter  of  freights. 

Railroads.  When  the  government  took  over  the  railroads 
in  wartime  it  did  a  very  good  job  in  moving  men  and  munitions, 
which  the  railroads  under  private  management  through  no 
fault  of  theirs  had  failed  to  do.  But  after  the  armistice,  the 
government  blundered  greatly  in  its  handling  of  the  railroad 
problem.  In  the  fiscal  year  1920,  including  some  $300,- 
000,000  of  Certificates  of  Indebtedness  issued  towards  the  end 
of  the  fiscal  year  191 9  and  paid  in  the  fiscal  year  1920,  the 
government  spent  on  the 

railroads  upwards  of $1 ,000,000,000 

Secretary  Mellon  estimates  that  in  the  fiscal 

year  1921  it  will  spend 800,000,000  * 

and  in  the  fiscal  year  1922   550,000,000 

making  a  total  of $2,350,000,000 

or  nearly  as  much  as  the  government's  entire  floating  debt 
today,  spent  on  the  railroads  after  armistice  was  signed.  There 
was  no  reason  why  the  railroads  should  not  have  been  made  to 

1  .\ctu.al  $7.10,711, 698.98,  plus  $65,575,832.03  resolting  from  settlement  with 
Port  Office  depart tnent. 
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pay  for  themselves  under  government  control.  Higher  rates 
would  have  exercised  a  healthy  check  upon  inordinate  demands 
for  transportation  through  the  period  of  post-armistice  in- 
flation. Artificially  low  rates  exaggerated  the  congestion  on 
the  railroads  during  that  inflation  period.  Goods  were  brought 
from  more  remote  points  which  should  have  been  consumed  at 
or  nearer  home.  Goods  were  moved  by  rail  which  should 
have  been  moved  by  water  or  by  truck.  The  resulting  con- 
gestion on  the  railroads  caused  delay  in  the  receipt  of  goods  by 
the  consumer  and  consequently  in  payment.  Credit  was  in- 
flated because  of  the  congestion  on  the  railroads  and  inflated 
again  by  the  increase  in  the  public  debt  to  meet  the  railroad 
deficit.  This  inflation  was  an  important  factor  in  the  rapid 
increase  of  prices  in  1919  and  early  1920. 

It  was  characteristic  of  government's  muddling  in  business 
that  the  government  waited  until  the  inflation  boom  was  over 
in  the  summer  of  1920  to  increase  railroad  rates.  Higher  rates 
during  the  inflation  period  would  have  been  a  source  of  profit 
to  the  railroads,  would  have  saved  the  Federal  Treasury  from 
all  outlay,  and  would  have  exercised  a  healthy  check  upon  the 
inflation  itself.  During  the  inflation  period  railroad  trans- 
portation was  in  under-supply  and  over-demand.  If  the  law 
of  supply  and  demand  had  been  given  free  play  railroad  rates 
would  have  risen  promptly,  and  the  very  rise  in  rates  would 
have  tended  to  redress  the  balance.  The  heavy  hand  of  gov- 
ernment sought,  eff"ectively  for  a  time,  to  prevent  the  oper- 
ation of  that  law.  It  was  not  until  the  inflation  boom  was  over 
and  the  chance  for  the  railroads  to  make  money  out  of  high 
rates  disappeared,  that  the  government  increased  rates.  But 
it  increased  wages  too  with  a  lavish  hand.  The  rates  were  un- 
productive of  revenue  because  the  business  was  not  there. 
The  wages  had  to  be  paid.  Now  the  market  for  transportation 
is  like  the  market  for  anything  else.  You  must  take  advantage 
promptly  of  your  opportunities,  charge  high  rates  when  the 
demand  exceeds  the  supply  and  be  in  a  position  to  reduce 
rates  in  the  eff"ort  to  stimulate  or  at  least  sustain  business  when 
the  demand  falls  off".  The  government's  interference  in  the 
railroad  situation  exaggerated  the  inflation  of  the  post-armistice 
period  and  exaggerated  the  depression  which  set  in  during  the 
summer  of  1920.     Railroad  rates  were  too  low  when  business 
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was  booming  and  rates  and  wages  both  too  high  when  business 
was  falling. 

The  credit  of  the  railroads  themselves  was  impaired  by  run- 
ning them  at  a  loss.  The  basis  of  railroad  credit  was,  of 
course,  their  earning  power.  The  investor  found  small  com- 
fort, against  the  actuality  of  railroad  deficits,  in  the  govern- 
ment's guaranty,  which  he  knew  must  come  to  an  end.  Con- 
sequently the  weaker  roads  could  not  borrow  at  all,  except 
from  the  government,  the  stronger  could  borrow  only  upon 
e.xorbitant  terms,  and  none  whatever  could  sell  shares  of  stock. 
The  railroads  of  the  country  will  not  again  be  in  a  sound 
financial  position  until  they  have  earnings  sufficient  to  enable 
them  to  pay  dividends  at  rates  so  high  as  to  make  their  stocks 
worth  par  or  more.  When  they  can  do  that,  and  they  can  by 
the  sale  of  additional  stock  obtain  a  fair  proportion  of  their 
capital  requirements  in  that  manner,  the  railroads  will  be  in 
good  shape.  Broadly  speaking,  the  railroads  of  the  country 
are  over-bonded  and  under-stocked. 

What  is  the  explanation  of  this  almost  unbelievable  blunder 
in  the  government's  management  of  the  railroads?  The  gov- 
ernment's course  in  the  period  in  question  was  determined  at 
one  stage  or  another  by  the  Railroad  Administration,  Congress 
and  the  Interstate  Commerce  Commission,  by  Democrats  and  by 
Republicans.  They  proceeded  in  good  faith  and  with  the  best 
intentions.  At  the  root  of  the  mistake  are  to  be  found  two 
things:  first  an  error  of  judgment  as  to  the  economic  conse- 
quence of  furnishing  transportation  at  less  than  cost.  Un- 
doubtedly the  government  believed  that  an  increase  in  rail- 
road rates  would  result  in  an  increase  in  the  cost  of  living, 
though  the  reverse  was  the  fact.  In  the  second  place,  the 
highly  organized  shippers  of  the  country  were  an  enormously 
powerful  body  and  exerted  their  influence  to  keep  rates  down 
for  their  own  profit. 

When  the  consequences  of  this  policy  became  apparent  and 
the  railroads  were  about  to  be  returned  to  private  ownership, 
savings  banks  and  other  railroad  security  holders,  who  were 
highly  organized,  presented  their  demand  f(ir  protection  to 
Congress  forcibly  and  effectively.  The  trunk-line  railroads 
were  highly  organized  and  presented  to  Congress  their  demand 
that  the  railroads  be  returned  in  at  least  as  good  condition  as 
that  in  which  they  were  taken  over.      Both  of  these  claims  had 
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merit.  The  trunk-line  railroads  having  established  their  claim 
to  be  indemnified  for  the  consequences  of  government  control 
during  the  war  and  after,  the  short  line  railroads,  also  highly 
organized,  presented  their  claim  to  be  indemnified  for  not 
having  been  taken  over  during  the  war.  And  the  public  pays 
in  inflation  of  the  public  debt,  in  congestion  of  traffic,  in  in- 
flation of  currency  and  credit,  and  finally  in  taxes. 

War.  Of  the  $4,000,000,000,  exclusive  of  interest  on  the 
public  debt,  to  be  spent  in  the  fiscal  year  1921,  $1,025,000,000  ^ 
will  be  spent  by  the  War  Department,  $700,000,000  "  by  the 
Navy  Department,  $800,000,000  on  the  railroads,  $230,000,000 
by  the  Bureau  of  War  Risk  Insurance,  and  $325,000,000^  by 
the  Interior  Department,  mostly,  I  take  it,  for  Civil  War  and 
Spanish  War  pensions — a  total  of  $3,080,000,000  under  these 
heads. 

In  the  fiscal  year  1920  the  War  Department 

spent    $1,610,000,000 

the  Navy  Department 740,000,000 

a  total  of $2,350,000,000 

Secretary  Mellon  estimates  that  in  the  fiscal 

year  1921  the  War  Department  will  spend  ..  .  $1,025,000,000 

and  the  Navy  Department 700,000,000 

a  total  of $1,725,000,000 

and  that  in  the  fiscal  year  1922  the  War  De- 
partment will  spend $    570,000,000 

and  the  Navy  Department 545,000,000 

a  total  of $1,115 ,000,000 

3  years  total 5,190,000,000 

Germany  went  to  war  to  realize  on  her  investment  in  arms 
and  armies.  The  burden  of  universal  military  service,  expen- 
ditures on  the  army  and  navy,  subsidies  and  doles,  became  in- 
tolerable. She  thought  she  would  repeat  the  exploit  of  1870 
and  make  war  so  profitable  in  territory  and  indemnities  as  to 
recoup  herself  for  the  outlay  of  40  years  preparation.  The 
splendid  resistance  of  the  Belgians  and  the  French  and  of  the 
little  British  expeditionary  force  made  the  short  Avar  a  futile 

1  Actual  $1,101,615,013.32.  2  Actual  $650,373,835.58. 

3  Actual  $357,814,897.01. 
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dream.  The  untrained  manhood  and  unmortgaged  resources 
of  the  western  world,  of  the  British  empire  overseas,  and  finally 
of  America,  detennined  the  issue.  Germany  suffered  economic 
collapse,  though  her  armies,  beaten  but  not  routed,  were  still 
on  enemy  soil.  So  Germany's  military  preparedness  was  her 
cause  for  making  war  and  was  the  cause  of  her  defeat.  In 
the  issue,  it  was  economic  preparedness  that  mattered  most. 

Today  men,  women  and  little  children  are  starving  to  death 
in  Europe  because  of  the  war's  horrible  waste  and  because  of 
the  still  more  horrible  waste  of  after  the  war.  Two  years  and 
a  half  after  armistice,  nearly  two  years  after  peace  was  con- 
cluded between  Germany  and  the  Allies,  millions  of  men  are 
under  arms,  eating  and  wearing  the  produce  of  the  fields  and 
of  the  labor  of  a  civilian  population  which  must  bear  the  load 
of  taxes  and  inflation  necessary  to  maintain  those  armies  in 
economic  idleness.  The  peoples  of  continental  Europe  are 
staggering  under  the  load  of  armaments,  far  too  great  before 
the  war  and  intolerable  now.  Their  rulers  hold  themselves 
in  power  by  subsidies  and  doles,  by  playing,  now  on  their  fears, 
again  on  their  avarice,  still  again  on  nationalistic  ambitions  or 
ancient  racial  hatreds.  The  Allies  have  undertaken  to  insure 
Germany's  economic  recovery  by  insisting  upon  her  disarma- 
ment and  the  payment  of  reparations  which  means  the  develo{>- 
ment  of  a  huge  export  balance;  but  for  themselves  they  re- 
serve the  doubtful  privilege  of  remaining  armed  to  the  teeth. 
America,  protected  by  the  high  seas  from  every  formidable 
foe,  rattles  her  sabre  as  the  Prussians  used  to  do,  demands  a 
navy  second  to  none,  talks  of  universal  military  training,  as- 
serts that  she  will  have  her  rights,  though  no  one  challenges 
them,  thunders  for  the  open  door  and  plays  dog  in  the  manger 
in  South  America  in  the  name  of  President  James  Monroe. 

We  have  demonstrated  our  military  power.  We  have  shown 
what  may  be  done  in  a  few  short  months  to  make  an  army  and 
transport  it  to  wage  a  foreign  war.  We  have  no  need  to  be 
aggressors  abroad,  we  are  invulnerable  at  home.  Let  us  ac- 
cept the  responsibilities  of  the  position  of  leadership  which  is 
ours,  show  the  world  how  to  beat  swords  into  plow-shares, 
relieve  the  peoples  of  the  world  of  apprehension  and  lead 
them  back  into  the  ways  of  peace  and  plenty.  If  we  prepare 
for  war  we  shall  have  it.  If  we  lead  the  world  in  preparation 
for  peace  we  may  have  that. 
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DISARMAMENT— THE  ECONOMIC  BASIS  OF  A 
RECONSTRUCTED  WORLD 

EDGAR  B.  DAVIS 

IT  is  not  without  considerable  trepidation  that  I  come  before 
you  to  present  certain  features  of  the  practical  economic 
phases  of  disarmament,  from  the  viewpoint  of  a  busi- 
ness man. 

Apart  from  the  economic  situation,  however,  it  would  seem 
that  on  humane  grounds  alone,  the  attention  of  the  world 
should  be  focused  on  the  imperative  necessity  of  ending  war. 

With  nearly  10,000,000  men  killed,  and  20,000,000  wounded 
— many  of  whom  are  maimed  for  life;  with  warfare  waged  on 
a  basis  calculated  to  destroy  by  wholesale  starvation  the  civilian 
population  of  the  belligerents;  with  epidemics  raging;  with 
death-dealing  devices  (utilized  in  sea,  air  and  earth)  of  hither- 
to unknown  destructibility,  does  it  seem  that  any  human  being 
could  support  such  an  inhuman  method  as  war,  for  the  settle- 
ment of  international  disputes? 

Now,  still  more  deadly  weapons  have  been  invented  and 
poisonous  gases,  capable  of  wiping  out  whole  populations  have 
been  discovered,  to  say  nothing  of  the  new  and  horrible  possi- 
bilities of  epidemic-creating  bacteria.  Does  it  not  seem  that 
the  united  thought  of  the  world  should  be  directed  to  prevent 
a  recurrence  of  such  appalling  human  and  economic  waste 
as  war? 

If  the  awful  loss  sustained  in  the  World  War  is  not  enough 
to  arouse  us  to  put  an  end  to  war,  what  must  be  the  price  of 
our  ultimate  awakening? 

Professor  Bogart's  estimates  place  the  direct  and  indirect 
cost  of  the  World  War  at  the  bewildering  figure  of  over 
$337,000,000,000 — a  sum  nearly  equal  to  the  combined  pre-war 
wealth  of  England,  France,  Germany  and  Russia. 

If  an  earthquake  had  swallowed  up  a  large  part  of  Europe, 
but  the  population  had  been  saved  with  the  exception  of 
10,000,000  men,  a  situation  would  have  been  created — weighed 
in  destructive  power — somewhat  analogous  to  that  presented  by 
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the  enormous  waste  of  the  accumulated  human  energy  which  we 
call  capital.  Or,  imagine  a  large  part  of  the  United  States 
being  snuffed  out  of  existence  in  the  twinkling  of  an  eye. 
Such  has  been  the  destruction  of  property  values — the  accumu- 
lation of  decades,  possibly  a  century,  of  toil. 

True,  we  dug  out  the  eyes  of  our  country  and  passed  through 
a  period  of  hectic  prosperity,  if  the  economic  bat — the  great 
industrial  drunk  founded  upon  the  sale  of  our  resources  to  a 
stricken  world — properly  can  be  called  prosperity.  Anyway, 
we  now  are  going  through  the  morning  after  the  night  before, 
for  war  merely  shuffles  the  wealth.      It  does  not  create  it. 

Now  let  us  give  rein  to  our  imagination  for  a  moment. 
Three  hundred  and  thirty-seven  billions!  Suppose  that  be- 
fore the  war  it  had  been  possible  to  arouse  the  same  enthusiasm 
in  money  raising  for  economic  purposes  and  that  the  nations  of 
the  world  had  agreed  to  utilize  this  colossal  sum  for  construc- 
tive benefit — what  might  have  been  accomplished? 

The  railway  system  in  the  United  States  represents  an  aggre- 
gate investment  of  about  $20,000,000,000.  What  would  have 
happened  to  the  world,  industrially,  if  railway  systems  com- 
mensurate with  that  of  this  countr}-,  had  been  built  in  Russia, 
China,  India,  and  Africa,  making  available  the  marvelous  re- 
sources of  those  countries  to  the  commerce  of  the  world?  Yet 
for  the  sum  expended  in  the  war,  these  railway  systems  might 
have  been  built  and  more  than  $200,000,000,000  remained 
available  for  the  development  of  the  natural  resources  of  these 
and  other  countries,  in  addition  to  the  capital  requirements  in 
our  own  land.  Is  it  conceivable  that  our  industries  now  could 
be  depressed  if  this  money  had  been  put  to  productive  uses  in- 
stead of  being  used  for  destructive  purposes?  Can  any  one 
for  a  moment  doubt  that  already  we  would  be  in  a  prosperity 
so  great  and  permanent  that  compared  with  it,  the  sky-rocket 
prosperity  of  the  War  would  seem  fleeting  and  unreal  ? 

However,  that  possibility  is  water  over  the  dam  and  the 
world  today  finds  itself  in  the  position  of  a  manufacturer  who 
has  borrowed  practically  to  the  extent  of  his  resources  to  build 
new  factories  and  who  then  finds  that  he  has  no  working  capital 
with  which  to  operate  the  factories  he  has  built.  Yet,  while 
the  world  is  undergoing  a  period  of  economic  convalescence, 
how  can  the  knowledge,  secured  at  such  awful  cost,  be  utilized 
to  lay  the  foundations  for  a  better  and  more  prosperous  world? 
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Practically  all  economists  agree  that  wars — even  wars  of 
dynastic  or  autocratic  ambition — have  an  economic  basis.  But 
shall  we  continue  in  such  an  uneconomic  occupation  as  to  de- 
stroy many  times  faster  than  we  can  build?  What  can  we 
offer  the  peoples  of  the  world  in  place  of  the  wholesale  murder 
game  called  war? 

The  various  nations  spent  for  armaments  last  year,  about 
$7,000,000,000.  For  the  purposes  of  this  article,  a  rough  esti- 
mate has  been  made  that  the  upkeep  of  an  international  police 
force  to  maintain  law  and  order  throughout  the  world  would 
cost  $1,000,000,000  annually.  Hence,  if  the  peoples  of  the 
world  were  to  agree  on  disarmament,  a  saving  of  $6,000,000,000 
would  have  been  made  last  year — and,  although  world  figures 
are  unobtainable  now  for  the  present  year,  the  saving  approxi- 
mately would  be  the  same.  Let  us  suppose  that  this  last  sum 
thus  saved  were  released  for  constructive  purposes;  for  neces- 
sary improvements  in  our  own  country ;  to  restore  the  purchas- 
ing power  of  Europe;  to  increase  that  of  South  America;  to 
develop  China,  Russia,  India,  and  Africa.  Consider  how  a 
proper  transportation  system  in  these  various  countries  would 
vivify  great  masses  of  human  energy  which,  for  want  of  trans- 
portation facilities,  now  lies  relatively  dormant.  What  a  won- 
derful thing  we  could  be  doing  for  America? 

A  little  while  ago.  Great  Britain,  France,  Japan  and  the 
United  States  consorted  together  in  a  loan  to  China  of 
£5,000,000,  while  lately  one  of  our  railway  systems,  the  Penn- 
sylvania, put  out  $60,000,000  of  notes  in  one  issue,  while  the 
still  more  recent  Burlington  financing  totaled  $230,000,000. 
China,  with  her  immense  population,  has  but  7,000  miles  of 
railway,  notwithstanding  her  area  is  considerably  greater  than 
that  of  this  country. 

Some  one  has  estimated  the  purchasing  power  of  China  as 
7%  of  that  of  the  United  States.  As  there  are  four  Chinamen 
for  every  American,  this  really  means  that  the  average  Ameri- 
can can  spend  a  dollar  while  the  average  Chinaman  can  spend 
only  i^  cents.  Lafcadio  Hearn  said  "the  East  can  under- 
live  the  West ".  He  does  underlive  the  West.  He  is  forced 
to  do  so.  Nevertheless,  whenever  the  Chinaman  acquires  pur- 
chasing power,  he  also  acquires  the  spending  desire.  He  evi- 
dences his  prosperity  by  purchasing  good  food,  good  clothing, 
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good  furniture  for  his  home — even  motor  cars.  Hundreds  of 
motor  cars  of  American  manufacture  are  to  be  found  on  the 
good  roads  of  the  MaJay  Peninsula,  usuaily  filled  with  China- 
men. 

What  then  does  this  mean  to  America?  It  means  that  the 
workmen  in  our  automobile  plants  are  engaged.  It  means  that 
the  workmen  making  steel  for  and  the  accessories  to  the  motor 
car  gainfully  are  employed.  It  means  that  the  workmen  in  our 
rubber  tire  manufactories  are  employed.  It  means  that  these 
workmen  may  buy  the  products  of  the  farm,  shoes,  clothing, 
and  household  goods.  In  short,  it  means  cumulative  activity 
throughout  the  whole  industrial  cycle — so  that  every  one  in 
America  profits  directly  or  indirectly  by  the  ability  of  these 
Chinamen  to  purchase  American  merchandise. 

China  is  used  as  an  illustration,  but  what  is  true  of  China  is 
true  also  of  India,  Russia,  the  East  Indies,  and  the  other  great 
populations  whose  social  economic  values  only  slightly  are 
realized.  When  consideration  is  given  to  the  fact  that  more 
than  half  of  the  population  of  the  world  exists — for  it  is  bare 
existence — on  an  average  of  less  than  ten  cents  a  day,  we  can 
form  some  idea  of  the  possibilities  of  producing  wealtli  if  this 
vast  store  of  human  energy  were  helped  into  well-directed 
economic  activity. 

Capital  now  expended  in  war  preparation  is  needed — pri- 
marily for  transportation.  Imagine  what  the  opening  up  of 
China  with  her  immense  resources  would  mean!  Think  what 
another  shirt  for  every  Chinaman — or  our  share  of  the  business 
— would  mean  to  the  cotton  manufacturer,  to  the  Southern  cot- 
ton grower,  and  what  the  prosperity  of  the  South  would  do 
for  the  farmers  of  the  West,  the  fruit-growers  of  the  Pacific 
Coast,  and  the  manufacturers  of  the  North — to  all  the  mem- 
bers of  the  productive  industrial  cycle! 

Saving  the  starving  in  other  lands  is  a  wonderful,  noble,  and 
necessary  work.  Nevertheless,  viewed  economically,  it  is  first 
aid  work.  Is  not  the  eflfort  which  will  have  most  permanent 
benefit,  that  which  brings  about  conditions  making  it  possible 
in  future  for  these  destitute  peoples  to  produce  wealth?  Then 
there  should  be  no  starvation. 

A  philosopher  has  said  that  he  could  make  a  man  refuse 
$i,cxx>— by  oflfering  him  the  choice  of  $1,000  in  one  hand,  or 
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$10,000  in  the  other,  in  that  he  repudiates  the  lesser  for  the 
greater. 

China  reports  the  value  of  imports  from  the  United  States 
in  1919  as  110,000,000  taels  or,  at  the  prevailing  rate  of  ex- 
change during  that  year,  about  $153,000,000  U.  S.  gold. 
China  also  imported  from  Japan  merchandise  valued  at  247,- 
000,000  taels  in  that  year — or  the  equivalent  of  $343,000,000 
U.  S.  gold.  Assuming  an  average  profit  of,  say  10%  on  the 
turnover,  the  American  and  Japanese  producers  made  total 
profits  respectively  of  $15,300,000  and  the  equivalent  of  $34,- 
300,000  U.  S.  gold.  However,  to  protect  these  accounts  against 
foreign  aggression,  the  respective  governments  now  are  ex- 
pending sums  for  armaments  far  exceeding  the  individual 
profits  to  be  derived  from  China  as  a  national  account.  What 
business  house  could  pay  for  insurance  more  than  the  total 
amount  received  for  his  goods  and  survive?  Yet  that,  econom- 
ically, is  what  we  are  doing  when  we  maintain  armaments  to 
protect  our  trade. 

On  the  other  hand,  were  a  part  of  the  money  saved  by 
disarmament  invested  by  the  United  States  and  Japan  in  a 
free  China  to  increase  the  purchasing  power  of  the  Chinese, 
what  a  tremendous  economic  benefit  naturally  would  accrue 
to  America  and  Japan  ! 

The  philosopher's  $10,000  is  the  development  internationally 
of  great  national  accounts.  Japan  and  America  must  get  their 
eyes  upon  the  $10,000  of  economic  development  and  they  will 
refuse  the  $1,000  of  war.  The  policy  of  extending  credits  to 
develop  accounts  is  familiar  to  every  banker  and  manufacturer 
in  this  country.  It  is  the  method  by  which  business  has  been 
developed  in  the  past.  It  is  not  philanthropy.  It  is  the  wisest 
and  best  thing  economically  that  the  nations  can  do — a  policy 
of  intelligent  selfishness. 

The  president  of  one  of  our  great  universities  recently  said, 
*'  National  and  International  relations  have  become  inter- 
dependent." America  cannot  expect  prosperity  permanently 
if  the  countries  of  Europe  and  Asia  are  not  prosperous. 

We  must  get  the  point  of  view  that  we  are  an  industrial  unit 
of  105,000,000  people  happily  and  profitably  to  be  employed; 
that  England  similarly  is  a  unit  of  46,000,000;  that  France, 
Germany,  Japan,  Italy,  Russia  are  great  populations  to  be  em- 
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ployed ;  that  we  are  an  inter-dependent  world,  economically^ 
and  that  if  one  member  suffers,  all  suffer. 

It  was  the  Rising  Sun  of  Japan,  through  the  silk  panic  on 
the  Tokio  stock  exchange,  that  first  shed  light  upon  the  post- 
war depression  from  which  we  just  are  beginning  to  emerge. 
Fancy  an  economic  disturbance  manifesting  itself  in  Japan, 
and  in  the  silk  business — of  all  industries! 

One  result  of  America's  participation  in  the  war  has  been  the 
gearing  up  of  our  secondary  productive  capacity — or  manu- 
facturing power to   such    an   abnormal    point   that,    when 

business  becomes  normal,  we  still  wall  be  in  a  period  of  relative 
depression.  The  abnormal  activities  of  our  industries  in  war 
— false  and  volatile  though  they  were,  and  brought  about  by 
the  squandering  of  our  natural  resources — have  set  a  high- 
water  mark,  the  attainment  of  which  alone  will  satisfy  the  coun- 
try in  the  future.  Pre-war  normality  means  post-war  de- 
pression. To  illustrate:  A  shoe  factor)'  in  1914  turned  out 
3,000  pairs  of  shoes  a  day.  Under  the  stress  of  abnormal  war 
demand  in  191 8,  an  addition  to  the  factory  was  built  and  labor 
secured  so  that  6,000  pairs  were  turned  out.  A  return  to 
normality  would  mean  a  return  to  the  3.000  pair  ticket  of  1914, 
and  a  half  filled  factory — thus,  in  the  light  of  our  manufactur- 
ing capacity  and  the  additional  number  of  skilled  workers — a 
pre-war  normality  means  a  post-war  depression.  What  is  true 
of  the  shoe  business  is  true  of  practically  all  other  manufactur- 
ing lines. 

We  more  fully  must  develop  our  home  markets  by  better 
transportation  facilities.  We  must  look  for  new  markets.  As 
a  creditor  nation,  we  should  be  able  to  e.xtend  credits  to  develop 
our  trade  when  the  funds  now  being  expended  in  war  prepara- 
tion are  released  for  cumulative  productive  work. 

Let  us  discriminate  between  the  disarmament  which  might 
lay  us  open  to  unjust  attack,  and  disarmament  as  an  economic 
principle  approved  by  the  nations  in  order  that  they  may  profit 
more  than  they  possibly  could  profit  by  war  and  conquest. 
The  first  is  dangerous,  the  latter,  safe. 

Dr.  Rosa's  recent  calculations  show  that  nearly  93%  of  the 
total  expenditure  of  the  U.  S.  government  goes  to  pay  for  past 
and  provide  for  future  wars.  When  "  the  man  in  the  strct»t  " 
realizes  the  luxury  he  is  supporting  in  armaments,  and  how  he 
might  be  benefited  if  the  funds  released  by  disarmament  were 
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diverted  to  build  up  customers  of  his  country,  disarmament  will 
come.  All  people  will  refuse  the  philosopher's  $1,000  when 
they  see  the  $10,000. 

Professor  Nicolai  estimates  that  "  if  the  very  most  were  made 
of  the  whole  world,  probably  150  human  beings  could  live  on 
each  square  kilometer,  and  the  population  would  thus  attain 
22^  billions  "  as  against  i^  billions  today. 

We  must  look  upon  capital  as  the  essence  of  labor,  and  by 
helping  our  own  and  other  peoples  to  be  capitalists,  help  our- 
selves. America  is  a  living  example  of  the  fact  that  hunger 
(or  fear  of  starvation)  is  not  the  greatest  impelling  force  to 
industrial  achievement,  for  America  has  developed  under  the 
law  of  the  full  belly  and  increasing  wants. 

"America,  the  hope  of  the  world  "  is  not  a  mere  phrase — 
it  is  a  fact.     Still,  America  is  the  hope  also  of  America. 

We  must  look  ahead — recasting  the  old  adage  to  "  Where 
there  is  vision,  the  people  live."  "  Live  and  let  live  "  must 
be  our  motto. 

The  man  who  says  men  must  fight  because  they  always  have 
fought,  is  talking  upon  an  animal  basis,  and  overlooks  the 
higher  intelligence. 

To  advocate  disarmament  is  not  asking  a  man  to  cease  his 
cussedness.  It  is  proposing  that  man's  native  cussedness  be 
used  in  competition  along  constructive  lines  in  science,  in  trade, 
in  manufacture,  in  the  arts,  and  in  sports. 

It  is  not  proposing  an  end  of  all  war.  It  merely  is  proposing 
a  change  in  warfare  from  one  between  nations  to  one  upon 
nature.  It  is  proposing  that  man  wage  a  relentless  war  on  the 
elements  through  science  that  nature  may  give  up  her  riches 
to  mankind.  Why  should  we  wait  a  million  years  to  get  cheap 
transportable  energy  in  the  form  of  coal?  The  great  energy 
producer,  the  sun — still  shines.  Capital  released  by  disarma- 
ment and  put  to  cumulative  productive  uses  must  become  the 
basis  for  a  reconstructed  and  better  world.  Where  else  so 
easily  can  be  secured  the  necessary  funds  but  in  disarmament? 
And  it  is  science  which  must  save  the  world  by  enslaving 
nature's  forces.  When  "  lightning  and  light,  wind  and  wave, 
frost  and  flame,  and  all  the  secret,  subtle  powers  of  earth  and 
air,  are  the  tireless  toilers  for  the  human  race;  "  when  we  have 
"  a  world  at  peace,  adorned  with  every  form  of  art  " — then  the 
New  Day  has  come. 
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In  his  first  message  to  Congress  President  Harding  said: 

In  the  realms  of  education,  public  health,  sanitation,  condition  of  workers 
in  industry,  child  welfare,  proper  amusement  and  recreation,  the  elimination 
of  social  vice,  and  many  other  objects,  the  government  has  already  under- 
taken a  considerable  range  of  activities.  .  .  .  But  these  activities  have  been 
scattered  through  many  departments  and  bureaus  without  coordination  and 
with  much  overlapping  of  functions  which  fritters  energies  and  magnifies 
the  cost.  Many  subjects  of  tho  greatest  importance  are  handled  by  bureaus 
within  government  departments  which  logically  have  no  apparent  relation  to 
them.  ...  To  bring  these  various  activities  together  in  a  single  department 
where  the  whole  field  could  be  surveyed  and  where  these  inter-relationships 
could  be  properly  appraised  would  make  for  increased  effectiveness,  economy 
and  intelligence  of  direction.  In  creating  such  a  department  it  should  be 
made  plain  that  there  is  no  purpose  to  invade  fields  which  the  states  have 
occupied.  .  ,  .  There  need  be  no  fear  of  undue  centralization  or  of  creating 
a  federal  bureaucracy  to  dominate  affairs  better  to  be  left  in  state  control. 

In  these  words  the  President  furnishes  at  once  the  inspiration 
and  the  explanation  of  Senator  Kenyon's  bill  (67th  Cong.  S. 
1607)  to  create  a  department  of  Public  Welfare. 

The  bill  provides  for  the  reorganization  in  a  new  executive 
department  of  those  agencies  of  the  federal  government  which 
deal  with  the  public  health  and  education  and  with  the  welfare 
of  the  ex-service  men.  The  bill  creates  a  Secretary'  of  Public 
Welfare  who  becomes  a  member  of  the  president's  cabinet,  but 
otherwise  it  is  limited  entirely  to  a  reorganization  of  existing 
machinery  of  the  government.  It  does  not  increase  or  decrease 
the  functions  of  the  bureau  of  education,  but  provides  that 
these  functions  shall  be  performed  in  and  under  the  supervision 
of  the  department  of  Public  Welfare  instead  of  the  department 
of  the  Interior.  It  does  not  increase  or  reduce  the  functions 
of  the  public  health  service  or  the  bureau  of  war  risk  in- 
surance, but  simply  transfers  these  agencies  from  the  Treasury 
to  the  new  department  of  Public  Welfare.      It  does  not  pro- 
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pose  any  expansion  of  the  federal  government  into  new  fields 
of  welfare  legislation  or  administration,  and  on  the  other  hand 
it  does  not  place  any  restriction  on  present  or  future  activity  in 
these  fields  by  the  federal  government.  The  bill  deals  purely 
with  the  machinery  by  which  whatever  activities  have  been  or 
may  hereafter  be  authorized  by  Congress  in  the  fields  of  health, 
education  and  welfare  are  to  be  administered. 

The  fact  that  the  bill  deals  only  with  "  machinery  "  does  not, 
however,  lessen  its  importance.  No  one  familiar  with  the  wel- 
fare legislation  of  the  past  few  years  can  overlook  the  im- 
portance of  the  governmental  machinery  for  the  administration 
of  such  legislation.  Its  administration  has  increased  the  cost 
of  government  and  legislators  responsible  for  our  tax  policies 
are  increasingly  critical  of  the  large  appropriations  devoted 
to  it.  There  is  nothing  which  so  seriously  interferes  with  the 
development  of  governmental  activities  in  the  welfare  field  as 
the  waste  through  inefficiency  or  lack  of  coordination  in  the 
administration  of  our  social  and  economic  legislation.  Only 
by  efficient  use  of  the  funds  provided  can  the  proponents  of 
such  legislation  hope  to  secure  its  further  extension. 

The  Kenyon  bill  provides  that  the  new  department  of  Public 
Welfare  shall  be  divided  into  the  following  divisions :  Edu- 
cation, public  health,  social  service,  and  veteran  service.  Each 
establishment  is  to  be  in  charge  of  an  assistant  secretary. 
Twelve  existing  establishments  of  the  federal  government  are 
transferred  to  the  department  to  be  assigned  by  the  Secretary 
of  Public  Welfare  to  one  of  these  four  divisions.  The  most 
important  of  the  establishments  transferred  are  the  bureau  of 
war  risk  insurance  and  the  public  health  service,  now  in  the 
Treasury  department;  the  bureau  of  education  and  the 
pension  bureau,  now  in  the  department  of  the  Interior;  the 
children's  bureau,  now  in  the  Labor  department;  the  federal 
board  for  vocational  education  and  the  federal  employee's 
compensation  commission,  now  independent  establishments. 

No  one  seems  to  doubt  the  advisability  of  coordinating  the 
three  principal  agencies  now  engaged  in  the  general  problem  of 
caring  for  disabled  veterans  and  their  dependents.  The  com- 
pensation and  insurance  functions  of  the  war  risk  bureau 
necessarily  involve  attention  to  the  physical  condition  and  the 
future  health  of  the  ex-service  men.     Closely  related  to  com- 
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pensation  is  the  rehabilitation  work  now  done  by  the  board  for 
vocational  education.  The  work  of  both  these  agencies  in- 
volves or  depends  upon  the  hospital  care  provided  by  the  public 
health  service.  Competition  between  these  agencies,  and  par- 
ticularly competition  between  the  war  risk  bureau  and  the 
board  for  vocational  education  should  have  been  eliminated 
long  ago.  Much  time  and  money  might  have  been  saved  and 
much  more  prompt  and  effective  aid  rendered  to  the  victims  of 
the  war  if  compensation  and  rehabilitation  had  been  adminis- 
tered by  a  coordinated  agency  immediately  following  the 
armistice.  However,  there  is  little  need  to  argue  for  the  desir- 
ability of  this  coordination  now.  An  order  of  the  Secretary  of 
the  Treasury,  issued  on  April  19,  1921,  takes  the  first  step  in 
affecting  such  a  coordination  by  transferring  to  the  war  risk 
bureau  the  activities  of  the  health  service  which  affect  the 
beneficiaries  of  the  war  risk  bureau,  including  trainees  of  the 
rehabilitation  division  of  the  vocational  board. 

Congressmen  Sweet's  bill,  which  has  now  passed  the  House, 
carries  this  coordination  further  by  merging  the  veteran  service 
functions  of  these  three  agencies  in  a  single  bureau  in  the 
Treasury  department. 

In  addition  to  its  function  in  relation  to  the  rehabilitation 
of  disabled  service  men  the  federal  vocational  board  now 
administers  the  laws  to  stimulate  state  activity  in  the  fields  of 
vocational  education  and  the  rehabilitation  of  workmen  injured 
in  industry.  These  are  state-aid  laws  which  provide  appro- 
priations to  be  allotted  to  the  states  on  condition  that  the  voca- 
tional and  rehabilitation  educational  work  of  the  state  complies 
with  standards  fixed  by  the  federal  board. 

The  only  other  important  federal  agency  dealing  with  edu- 
cation is  the  bureau  of  education  now  wholly  misplaced  in  the 
department  of  the  Interior.  This  bureau  was  created  in  1867. 
Its  purposes  and  duties  are:  "To  collect  statistics  and  facts 
showing  the  condition  and  progress  of  education  in  the  several 
states  and  territories  and  to  diffuse  such  information  respecting 
the  care  and  management  of  schools,  school  systems  and  meth- 
ods of  teaching  as  shall  aid  the  people  of  ahe  United  States  in 
the  establishment  and  maintenance  of  efficient  school  systems 
and  otherwise  promote  the  cause  of  education  throughout  the 
country."     Research  and  publication  constitute  the  sole  func- 
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tions  of  the  bureau  of  education  as  at  present  organized. 
Senator  Kenyon's  public  welfare  bill  does  not  propose  to  inter- 
fere with  or  extend  these  educational  functions  of  the  bureau 
of  education  and  the  federal  board  for  vocational  education. 
Neither  does  the  bill  place  any  obstacle  in  the  way  of  future 
congressional  appropriations  such  as  that  proposed  in  the 
Smith-Towner  bill  to  be  distributed  to  the  states  in  aid  of 
education  generally. 

The  bill  has  been  opposed  by  the  representatives  of  organ- 
ized labor  on  the  ground  that  it  will  weaken  the  department 
of  Labor.  The  only  agency  now  administered  in  the  depart- 
ment of  Labor  which  the  Kenyon  bill  proposes  to  transfer  to 
the  new  welfare  department  is  the  children's  bureau.  This 
bureau  was  created  in  191 2  to  investigate  "  all  mattei's  pertain- 
ing to  the  welfare  of  children  and  child  life  among  all  classes 
of  our  people,  and  shall  especially  investigate  the  questions  of 
infant  mortality,  the  birth  rate,  orphanage,  juvenile  courts,  de- 
sertion, dangerous  occupations,  accidents  and  diseases  of  chil- 
dren, employment,  legislation  affecting  children  in  the  several 
states  and  territories."  The  bureau,  with  these  powers  and 
duties — many  of  which  include  investigations  of  health  con- 
ditions and  all  of  which  affect  non-employed  as  well  as  em- 
ployed children — is  simply  transferred  to  the  new  department. 

The  federal  employees'  compensation  commission  was 
created  in  1916  to  administer  the  act  providing  a  scheme  of 
compensation  for  civil  employees  of  the  federal  government  in- 
jured in  the  course  of  their  employment.  At  present  there  are 
three  members  of  this  commission  exercising  a  semi-judicial 
function  of  determining  when  and  to  what  extent  an  injured 
employee  is  entitled  to  compensation  benefits.  The  Kenyon 
bill  does  not  abolish  this  commission  but  reduces  its  member- 
ship to  one  commissioner  and  places  him  under  the  supervision 
of  the  Secretary  of  Public  Welfare. 

The  problems  involved  in  the  administration  of  this  act  are 
necessarily  related  to  those  involved  in  administering  the  com- 
pensation features  of  the  war  risk  insurance  act. 

Admitting  the  desirability  of  coordination  of  many  of  these 
existing  agencies  of  the  federal  government,  the  question  re- 
mains, why  create  a  new  executive  department  with  a  secretary 
in  the  cabinet?     It  is  difficult  to  describe  the  circumstances 
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which  justify  the  creation  of  a  cabinet  position  as  distinguished 
from  an  agency  without  cabinet  representation.  It  is  clear  that 
the  head  of  an  agency  like  the  bureau  of  standards  should  not 
have  a  place  in  the  cabinet.  His  administrative  functions  do 
not  bring  him  in  touch  with  any  phase  of  our  political  life  which 
should  be  represented  at  the  President's  council  table.  We  do 
not  want  the  cabinet  to  expand  so  that  it  will  require  the 
Jeflferson  manual  to  govern  its  proceedings. 

The  relations  of  the  government  to  the  ex-service  men  is 
involved  in  the  determination  of  many  of  our  governmental 
and  political  problems  for  some  years  to  come.  There  is  justi- 
fication, therefore,  for  having  in  the  cabinet  an  official  whose 
daily  administrative  duty  brings  him  into  intimate  contact  with 
the  ex-service  man  and  his  relation  to  the  government.  Per- 
haps still  further  justification  for  the  proposal  comes,  as  does 
much  of  the  opposition  to  it,  from  the  possibility  that  it  means 
a  woman  in  the  cabinet. 

The  principal  opposition  to  the  Kenyon  bill  comes  from  the 
proponents  of  a  federal  department  of  Education.  As  has 
been  pointed  out  the  proposal  does  not  involve  any  restriction 
of  existing  educational  activities  of  the  federal  government. 
The  proponents  of  a  department  of  Education  oppose  the 
Kenyon  bill  frankly  because  they  believe  that  it  will  "  sub- 
merge "  education  in  the  Welfare  department  as  it  is  now 
"  submerged  "  in  the  department  of  the  Interior,  and  will  defer 
the  possibility  of  creating  a  separate  department  of  Education. 
One  of  the  leading  proponents  of  this  idea  said  in  his  testimony 
before  the  Senate  Committee: 

What  education  wants  and  requires  in  America  is  leadership  to  maJEe  in- 
Teetigation  along  the  lines  of  educational  reaearch  that  will  reveal  to  th© 
country  what  might  be  done  in  America  in  the  matter  of  a  great  problem 
of  education. 

If  the  educational  agency  of  the  federal  government  is  to 
be  a  scientific  organization  conducting  researches  and  evolving 
.standards — if,  in  other  words,  its  purpose  is  to  be  "  leadership  " 
— there  arises  at  once  a  question  whether  the  head  of  such  a 
department  should  be  a  member  of  the  President's  cabinet.  As 
pointed  out  above,  the  chief  of  the  bureau  of  standards,  though 
he  does  important  governmental  work,  could  contribute  noth- 
ing to  the  settlement  of  the  questions  which  confront  a  cabinet 
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meeting  and  there  is,  therefore,  no  justification  for  his  having 
a  place  in  the  cabinet.  Likewise  an  educational  agency  which 
is  to  conduct  scientific  researches  and  provide  "  leadership  " 
does  not  seem  to  be  an  agency  of  such  political  significance  that 
its  head  should  sit  in  the  cabinet.  The  other  suggestion  made 
at  the  hearings,  that  education  should  be  represented  in  the 
cabinet  "  because  education  should  be  exalted ",  should  be 
"  dignified  "  by  a  cabinet  position  is  not  persuasive.  At  the 
moment,  at  least,  there  seems  to  be  more  justification  for  a 
cabinet  position  representing  the  coordinating  of  health,  educa- 
tion and  welfare  activities  of  the  government  than  for  the 
educational  activities  alone.  If  a  Welfare  department  is  to  be 
created  does  it  not  follow  that  related  activities  in  the  field  of 
education  and  health  should  be  transferred,  at  least  tempor- 
arily, to  the  new  department  rather  than  remain  in  departments 
to  which  they  have  no  relation  whatever?  The  proponents  of 
separate  health  and  education  departments  may  find  an  inter- 
esting analogy  in  the  department  of  Commerce  and  Labor,  first 
created  as  a  single  department  and  later  divided  into  two  separ- 
ate departments. 
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TALIZATION OF  DISABLED  VETERANS 
OF  THE  WORLD  WAR 

COL.   R.   G.   CHOLMELEY-JONES 

Vice  President  of  the  Finance  and  Trading  Corporation,  N.  Y.  City,  formerly 

Director  of  the  Bureau  of  War  Risk  Insurance,  Washington,  D.  C. 

The  federal  government  has  spent  to  date  approximately 
$  76,000,000.   in  the  hospitalization,  medical  care  and 
treatment  of  its  disabled  ex-service  men 
and  women. 
203,000,000.   in  the  payment  of  compensation  to  the 
disabled  and  to  the  dependent  relatives  of 
those  who  have  died  or  been  killed  by 
reason  of  their  active  military  and  naval 
service, 
129,000,000.   in  the  re-habilitation  of  the  disabled  ex- 
service   men   and   women   by   vocational 
training. 


$408,000,000.  Total  federal  government  expenditure. 

Appropriations  for  the  Next  Fiscal  Year  July  i, 
igzi  to  June  jo,  1^22 
$  33,000,000.   for    hospitalization,    medical    care    and 
treatment. 
159,000,000.   for    compensation    to    the    disabled    and 

their  dependent  relatives. 
65,000,000.    for    the    rehabilitation    of    the    disabled 
veterans  by  vocational  training. 


$257,000,000.  Total. 
Plus  18,600,000.   appropriated    for  the   purchase  or  con- 

struction of  new  hospital  facilities. 


$275,600,000.  Total. 

It  is  estimated  that  these  appropriations  for  the  next  fiscal 
year  will  not  be  sufficient  and  that  an  additional  appropriation 
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will  be  needed  to  meet  the  requirements  for  these  three  services, 
including  an  additional  allowance  of  not  less  than  $16,000,000. 
for  the  purchase  or  construction  of  additional  hospital  facilities. 
While  it  is  natural  that  the  federal  government  should  be 
responsible  for  the  care  and  treatment  of  its  disabled  ex-service 
men  and  women,  and  all  the  expenses  incident  thereto,  I  believe 
that  the  separate  states  of  the  United  States  could  and  should 
contribute  material  assistance  to  the  federal  government  in  its 
program  for  the  after-war  care  and  treatment  of  its  sick  and 
disabled  veterans,  at  least  during  the  period  in  which  rapid 
expansion  of  facilities  is  needed. 

Congress  realizing  its  responsibility  to  curtail  expenditures 
has  been  most  conservative  in  providing  moneys  for  the  con- 
struction or  purchase  of  additional  hospital  facilities;  in  fact, 
except  for  special  appropriation  for  a  tuberculosis  hospital  at 
Dawson  Springs,  Kentucky  and  for  the  purchase  of  the  "Speed- 
way Hospital  "  at  Chicago,  it  was  not  until  March  3,  192 1  that 
a  special  appropriation  was  allowed  for  the  purchase  or  con- 
struction of  additional  hospital  facilities  for  the  exclusive  care 
and  treatment  of  the  disabled  veterans  of  the  World  War. 

In  May,  1919,  Congress  was  asked  to  appropriate  approxi- 
mately seventy-two  millions  for  the  construction  or  purchase  of 
additional  hospital  facilities  for  the  care  and  treatment  of  the 
World  War  patients.  Since  then  continuous  appeals  have  been 
made  until  the  spring  of  192 1  when  a  special  appeal  was  made 
for  an  emergency  appropriation  of  approximately  thirty-five 
millions.  It  was  not  until  March  3,  192 1  that  an  appropriation 
was  authorized  and  then  only  for  $18,600,000,  and  this 
more  than  two  and  one-half  years  after  the  signing  of  the 
armistice. 

Congress  is  apparently  fearful  lest  the  government  shall  be- 
come over-burdened  with  hospitals  and  is  therefore  loath  to 
encourage  the  building  of  additional  facilities.  With  this  fear 
of  over-construction  and  with  the  pressure  for  the  curtailment 
of  governmental  expenditures,  the  government  hospital  pro- 
gram for  the  disabled  veterans  of  the  World  War  has  been  very 
much  handicapped — the  result  being  dissatisfaction  and  suffer- 
ing on  the  part  of  the  disabled  veterans  and  in  my  opinion,  in 
the  preventable  death  and  preventable  insanity  of  not  a  few. 
I  believe,  that  in  order  to  expedite  the  furnishing  of  adequate 
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hospital  facilities  throughout  the  entire  United  States,  the  states 
themselves  should  be  encouraged  to  furnish  the  special  hospital 
facilities,  either  by  new  construction  or  by  other  methods  and 
to  lease  such  hospital  facilities  to  the  federal  government, 
allowing  the  government  an  option  to  purchase,  in  the  event 
that  the  facilities  are  to  be  needed  permanently  by  the  govern- 
ment. In  the  event  that  the  government  purchase  such  facili- 
ties from  the  states,  credit  should  be  allowed  in  the  purchase 
price  for  at  least  part  of  the  moneys  paid  in  rents. 

In  this  way  the  federal  government  could  encourage  the 
various  states  in  which  additional  hospital  facilities  are  needed 
to  furnish  them  just  as  quickly  as  possible  by  new  construction 
or  other^vise,  and  to  make  such  facilities  available  to  the  fed- 
eral government.  If  the  hospital  facilities  are  not  needed  per- 
manently by  the  federal  government,  they  would  be  returned 
to  the  States  to  meet  the  growing  need,  for  more  institutions, 
that  exists  in  every  state. 

Already  the  hospitals  now  existing  in  the  various  states  are 
very  much  over-crowded,  so  that  the  states  themselves  need 
more  hospital  facilities  and  with  the  increase  in  population  will 
continually  need  still  more.  It  is  partly  for  this  reason  that 
the  government  has  found  it  so  difficult  to  utilize  tlie  existing 
facilities  of  the  states  for  the  care  and  treatment  of  its  ex- 
service  beneficiaries.  Therefore,  were  the  states  to  provide 
additional  facilities  for  temporary  use  by  the  government  the 
states  could  very  readily  make  full  use  of  them  when  released 
by  the  government. 

Believing  that  such  a  plan  would  result  in  better  service  and, 
at  the  same  time  result  in  real  economy  to  the  government,  a 
proposal  was  made  on  August  19,  1920  to  the  then  Governor 
of  the  State  of  New  York,  which  proposal,  was  set  forth  in  a 
mes.sage  from  the  governor  to  the  state  legislature,  then 
sitting  in  special  session,  as  follows : 

September  20,  1920. 
To  the  Legislature: 

My  attention  baa  been  called  to  a  (j^rave  situation  in  relation  to  the  care 
and  treatment  of  veterans  of  the  World  War  who  have  become  mentally  dis- 
abled. There  are  eight  hundred  and  forty-five  ex-service  men  and  women, 
suffering  from  mental  disorders,  being  cared  for  in  state  institutions.  Their 
average  age  is  under  twenty-five,  and  in  most  cases  they  are  suffering  from 
th«  early  vtages  of  the  disease;  whereas  the  age  of  the  average  other  patient 
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in  the  state  hospitals  is  above  fifty-five  years,  and  in  most  cases  the  disease 
is  chronic. 

These  disabled  men  and  women  of  the  World  War  cannot  receive  the 
proper  treatment  under  the  present  system.  They  should  be  segregated  into 
one  institution  at  the  earliest  possible  moment,  in  which  event,  I  am  informed, 
a  great  majority  of  them  may  be  cured. 

The  following  communication  received  by  me  from  R.  G.  Cholmeley-Jones, 
Director  of  the  Bureau  of  War  Risk  Insurance  of  the  United  Stat^  govern- 
ment, explains  the  situation  in  detail,  viz. : 

Treasury  Department 
Washington 

August  19,  1920. 
Honorable  Alfred  E.  Smith, 
Governor  of  the  State  of  New  York, 
Albany,  New  YorTc. 
My  dear  Governor: 

In  the  Government's  program  for  the  care  and  treatment  of  its  dis- 
abled veterans  of  the  World  War,  much  difficulty  has  been  experienced 
in  the  securing  of  adequate  hospital  facilities.  This  has  made  it  neces- 
sary for  the  government  to  send  a  very  large  number  of  the  sick  and 
disabled  men  to  private,  state  and  county  hospitals  and  sanatoriums. 

At  the  present  time  there  are  about  nineteen  thousand  disabled  ex- 
service  men  and  women  scattered  in  more  than  a  thousand  hospitals 
throughout  the  United  States.  In  New  York,  for  instance,  there  were 
on  August  1st  reported  1850  disabled  men  and  women  in  147  hospitals. 
This  scattering  of  patients  in  such  a  large  number  of  hospitals  and 
sanatoriums  makes  proper  governmental  supervision  of  their  treatment 
and  cure  most  unsatisfactory  not  only  to  the  Government  but  to'  the 
patients  themselves. 

The  problem  of  the  care  of  the  mentally  sick  veterans  has  proven 
particularly  complex  and  difficult,  and  in  many  localities  it  has  been 
found  impossible  to  secure  hospital  facilities  of  proper  construction  un- 
der medical  administration  in  conformity  with  the  best  type  of  modern 
practice. 

In  New  York  State,  for  example,  on  August  1st  there  were  reported 
845  ex-service  men  and  women  suffering  from  mental  disorders  who  were 
being  cared  for  in  39  hospitals  and  sanatoriums,  including  state  in- 
stitutions. The  government  is  expeniing  at  the  present  time  about 
$400,000  for  the  care  of  approximately  443  patients  in  New  York  State 
hospitals  annually.  At  this  same  rate  were  all  the  ex-service  men  suf- 
fering from  mental  and  nervous  disorders  in  New  York  State  cared  for 
by  New  York  state  hospitals,  the  government  would  be  expending  for 
such  cases  more  than  $770,000  annually. 

The  situation  as  regards  the  care  and  treatment  of  these  mental 
patients  of  the  World  War  affects  very  much  the  World  War  veterans 
of  New  York  State — not  because  the  rate  of  insanity  is  higher  in  New 
York  State  than  in  other  states,  but  because  of  the  very  large  quota  of 
troops  furnished  by  New  York  State  in  the  recent  war. 
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It  is  tin-  lK)unden  duty  of  the  govorniiu'nt  so  to  prepare  itaelf  at  the 
earliest  possible  moment  that  it  may  properly  care  for  the  mentally 
diaeased  veterans  of  the  World  War  in  special  psychiatric  hospitals. 
This  task  must  be  approached  with  a  profound  regard  for  the  rights 
of  the  disabled  soldier  and  his  relatives.  In  the  State  of  New  York 
the  hospitals  for  the  insane  are  not  charitable  institutions  in  the  strict 
sense  of  the  word,  yet  they  are  so  regarded  by  many  relatives  of  the  ex- 
service  men,  and  on  this  account  there  is  a  little  reluctance  to  make 
use  of  them. 

Of  far  greater  importance,  however,  is  the  fact  that  medically  and 
socially  the  insane  ex-service  man  presents  problems  far  different  from 
those  for  which  the  great  institutions  of  your  state  were  created  and 
are  maintained.  The  average  age  of  the  ex-service  men  in  the  New 
York  State  hospitals  is  under  twenty-five  years  while,  I  am  informed, 
the  average  of  the  other  patients  is  above  fifty-five  years.  The  ex-service 
insane  man  is  in  the  early  stages  of  the  disease,  and  therefore  has  a 
greater  opportunity  for  recovery  under  suitable  treatment.  The  civilian 
patients,  on  the  other  hand,  in  the  New  York  State  hospitals  represent 
very  largely  the  terminal  stages  of  insanity.  Buildings,  methods  of 
treatment,  recreation,  and  ocx-upation  which  are  suitable  for  the  treat- 
ment of  the  somewhat  elderly  and  more  chronic  patients,  are  obviously 
not  equally  well  adapted  for  young  ex-soldiers. 

The  government  of  the  United  States  is  without  adequate  hospital 
facilities  in  the  State  of  New  York  for  the  reception  and  care  of  ita 
insane  beneficiaries  in  their  state.  A  considerable  time  would  of  neces- 
sity elapse  before  the  government  could  constnict  such  facilities  even 
though  it  were  considered  wise  to  do  so  and  the  appropriations  had  been 
made  by  Congress  and  were  now  available.  It  therefore  becomes  neces- 
sary for  the  government  to  seek  the  assistance  of  the  State  of  New 
York.  To  this  end  I  would  invite  your  consideration  to  a  plan  calculated 
to  meet  the  immediate  emergency,  at  the  same  time  making  adequate 
provisions  for  the  future  care  and  treatment  of  the  civilian  patients  of 
New  York  State,  since  in  the  interim  the  government  would  have  suffi- 
cient opportunity  for  developing  its  facilities  for  the  care  and  treat- 
ment of  the  sici  and  disabled  veterans. 

If  the  state  of  New  York  would  immetliately  undertake  the  com- 
pletion of  the  Marcy  Division  of  the  Utica  State  Hospital  so  that  it 
could  receive  these  beneficiaries  at  a  per-diem  rate  to  be  agreed  upon 
by  the  government  of  the  United  States  and  the  state  of  New  York,  the 
immediate  problem  would  be  greatly  simplified. 

I  would  recommend  that  an  appropriation  be  secured  from  the  legis- 
lature of  the  state  of  New  York  during  its  forthcoming  special  session 
for  the  construction  and  equipment  of  a  thousand-bed  hosjdtal  for  the 
insane  to  be  located  at  a  strategic  point,  and  t^i  be  erected  and  outfitted 
in  accordance  with  the  best  \new8  of  modern  psychiatrists.  Further,  that 
the  governor  be  authorized  to  enter  into  a  contract  with  the  United 
States  whereby  the  federal  government  shall  take  over  and  oj>erate  this 
institution  under  lease  for  a  term  of  years  contingent  upon  Congressional 
appropriations. 
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In  this  way,  the  institution  would  be  gradually  paying  for  itself,  the 
rentals  constituting  a  credit  in  the  treasury  of  the  state  and  upon 
the  relinquishment  of  the  property  by  the  government,  the  state  would 
be  in  possession  of  a  modern  institution  at  little  or  no  cost,  which  would 
be  an  excellent  addition  to  the  already  admirable  system  of  state  hos- 
pitals at  a  time  when,  in  all  human  probability,  there  would  be  a  great 
need  for  such  an  institution  by  the  state. 

I  sincerely  hope  you  will  regard  this  proposal  as  sufficiently  practical 
to  include  it  in  your  message  to  the  special  session  of  the  state  legis- 
lature, in  order  that  the  matter  may  be  given  consideration  at  the  earliest 
practical  moment. 

If  it  meets  with  your  approval,  and  at  such  time  as  is  convenient  to 
you,  the  Surgeon  General  of  the  United  States  Public  Health  Service 
and  I  will  be  very  glad  indeed  to  call  upon  you  in  order  that  all  of  the 
important  details  may  be  gone  into  very  thoroughly. 

Sincerely  yours, 

R.  G.  Cholmeley-Jones, 

Director. 

I  therefore  recommend  an  appropriation  for  the  construction  and  equip- 
ment of  an  additional  hospital  to  take  care  of  these  disabled  veterans  of 
the  World  War,  and  also  recommend  the  enactment  of  legislation  authorizing 
the  governor  to  enter  into  a  contract  with  the  United  States  Government  to 
take  over  and  operate  such  hospital. 

(Signed)     Alfred  E.  Smith. 

In  response  to  this  special  message  of  Governor  Smith,  the 
legislature  on  September  29,  1920,  passed  "An  act  to  provide 
for  the  construction,  by  the  state,  of  a  hospital  for  discharged 
soldiers,  sailors  and  marines,  from  the  state  of  New  York, 
suffering  from  mental  diseases,  and  making  an  appropriation 
of  $3,000,000  therefor,"  which  act  was  approved  by  the  Gov- 
ernor. (See  Laws  of  New  York,  1920,  ch.  958.)  This  act, 
in  addition  to  providing  for  a  hospital,  created  a  commission 
among  whose  duties  were  the  following:  that  it  "shall  enter 
into  negotiations  and  may  make  an  agreement  with  proper 
authorities  of  the  United  States  "  to  construct  and  lease  to  the 
United  States  the  facilities  so  provided. 

It  was  the  opinion  of  the  Secretary  of  the  Treasury  that  the 
entering  into  the  agreement  as  provided  for  in  the  act  passed 
by  the  legislature  of  the  state  of  New  York,  just  referred  to, 
would  bind  future  appropriations  and  therefore  could  not  law- 
fully be  signed  by  him.  The  whole  matter  was  then  formally 
submitted  by  him  to  Congress,  with  the  result  that  the  House 
approved  it  and  the  Senate  rejected  it.  Here  is  an  example  of 
a  state  responding  magnificently  to   the   urgent   appeal  of   a 
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federal  government  officer  in  the  interest  of  the  disabled 
veterans,  and  yet  this  cooperation  requested  by  the  federal 
government  officer  and  generously  offered  by  the  state,  was 
refused  by  one  branch  of  the  legislative  body  of  the  federal 
government. 

I  believe  that  this  is  at  least  one  of  those  instances  where 
federal  and  state  officers  should  work  in  the  closest  harmony 
for  the  common  good  of  the  disabled  veterans.  There  should 
be  no  jealousy  or  lack  of  confidence  between  a  federal  officer 
and  the  state  officer.  After  all,  all  public  officers,  whether 
federal  or  state,  represent  and  serve  the  same  public.  Just 
because  a  man  or  woman  disabled  by  reason  of  their  active 
military  or  naval  service  during  the  World  War  must  look  to 
the  federal  government  for  both  compensation  and  hospitali- 
zation, it  does  not  indicate  that  they  have  lost  their  status  as  a 
resident  of  a  communit}^  in  a  particular  state  and  hereafter  hold 
only  a  sort  of  a  national  citizenship.  While  under  existing 
laws,  the  federal  government  is  responsible  for  all  costs 
incident  to  the  rehabilitation  of  the  disabled  soldiers,  never- 
theless the  state,  in  my  opinion,  shares  in  the  moral  respon- 
sibility to  make  certain  that  no  facilities  be  lacking  for  the 
proper  care  and  treatment  of  all  sick  and  disabled  World 
War  veterans. 

The  work  being  done  by  the  Secretary  of  the  Treasury's 
special  committee  of  hospital  consultants,  Dr.  William  Charles 
White,  Dr.  Frank  Billings,  Hon.  John  G.  Bowman  and  Dr.  Geo. 
H.  Kirby  in  developing  the  government's  hospital  program  is 
most  commendable.  A  careful  survey  has  been  conducted  un- 
der their  direction  and  with  the  assistance  of  Dr.  Thos.  W. 
Salmon,  Dr.  H.  A.  Patterson,  Mr.  T.  B.  Kidner  and  Col. 
Charles  M.  Pearsall.  Ever\'  economy  has  been  exercised  in 
the  preparing  of  recommendations  for  the  expenditure  of  the 
$18,600,000  appropriated  by  Congress  in  securing  additional 
hospital  facilities,  either  by  construction  or  purchase.  I  note 
with  interest,  their  recommendations  to  utilize  to  the  fullest 
extent  the  facilities  of  the  National  Home  for  Disabled  Volun- 
teer Soldiers  as  well  as  such  other  government  facilities  as 
may  be  converted  into  hospitals,  and  also  their  recommendation 
that  all  of  the  responsibility  for  the  hospitalization,  medical 
care  and  treatment,  and  compensation  be  co-ordinated  with  the 
Bureau  of  War  Risk  Insurance,  a  polic>'  which   I  liave  urged 
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for  more  than  a  year  past  and  which  was  also  recommended  by 
the  so-called  "  Dawes  Committee  "  appointed  by  the  President 
to  examine  into  the  federal  government's  service  to  the  ex- 
service  men  and  women.  I  believe  further  that  the  rehabilita- 
tion division  of  the  federal  board  for  vocation  education  which 
deals  exclusively  with  the  disabled  ex-service  men  and  women 
should  also  be  consolidated  so  that  all  federal  government 
veteran  activities  may  be  in  one  bureau  and  under  a  single 
direction. 

In  conclusion,  I  would  like  to  emphasize  the  fact  that  another 
appeal  is  being  made  to  the  Congress  of  the  United  States  to 
give  the  Director  of  the  Bureau  of  War  Risk  Insurance,  subject 
to  the  approval  of  the  Secretary  of  the  Treasury,  authority  to 
complete  such  negotiations  as  may  be  desirable  and  necessary 
with  the  various  state  or  municipal  authorities  for  securing 
proper  and  adequate  hospital  facilities  for  the  medical  care 
and  treatment  of  disabled  veterans  of  the  World  War  such  as 
was  proposed  to  the  state  of  New  York,  referred  to  above,  by 
the  inclusion  in  the  so-called  Sweet  Bill  "  H.  R.  661 1  "  of  the 
following  paragraph : 

In  the  event  government  hospital  facilities  and  other  facilities  are  not 
thus  available  or  are  not  sufficient,  the  director  may  contract  with  State, 
municipal,  or  private  hospitals  for  such  medical,  surgical  and  hospital 
services  and  supplies  as  maj  be  required,  and  such  contracts  may  be 
made  for  a  period  of  not  exceeding  ten  years  and  may  be  for  the  use 
of  a  ward  or  other  hospital  unit  or  on  such  other  basis  as  may  be  in  the 
best  interest  of  the  beneficiaries  under  this  act. 

The  Sweet  bill  has  already  passed  the  Lower  House  and  I 
sincerely  hope  that  the  Senate  will  pass  this  bill  at  this  session 
and  that  the  paragraph  above  quoted,  may,  in  addition  to  the 
other  Important  features  of  the  bill,  become  law  at  the  earliest 
practicable  date.  This  will  give  sufficient  authority  to  the 
Director  of  the  Bureau  of  War  Risk  Insurance,  subject  to  the 
approval  of  the  Secretary  of  the  Treasury  (or  to  the  director 
of  the  veterans  bureau  if  such  a  new  bureau  be  created,  and 
I  hope  it  will  be),  to  encourage  and  to  accept  the  active  co- 
operation of  the  various  states  of  the  United  States  and  to 
enter  into  agreements  with  the  various  states  for  securing 
hospital  facilities  and  perfecting  the  government's  hospital 
program  for  its  sick  and  disabled  veterans.  In  my  opinion 
such  a  program  will  result  in  marked  economy  and  will  both 
expedite  and  improve  the  service. 
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MV  training  and  experience  naturally  lead  me  to  wish 
to  impress  you  with  the  very  great  need  for  ex- 
pansion of  our  federal  as  well  as  state  and  local 
programs  for  health  conservation,  but  as  I  have  listened  to- 
day to  President  Harding  and  to  the  previous  speakers  I  am 
inclined  to  revise  my  paper  and  mention  briefly  only  those 
items  of  public  health  support  which  can  not  possibly  be 
eliminated  from  our  national  budget  without  disastrous  con- 
sequences. I,  therefore,  abandon  my  paper  in  favor  of  a  brief 
answer  to  the  four  questions  Professor  Lindsay  originally 
asked  me. 

In  dealing  with  these  questions  we  must  attempt  to  define 
what  we  mean  by  public  health,  in  order  to  have  a  common 
ground  for  discussion.  We  are  all  convinced  everywhere  that 
expenditures  to  avoid  great  outstanding  dangers,  such  as 
cholera,  yellow  fever,  plague  and  smallpox  used  to  be  and 
would  be  again  today  if  we  did  not  keep  them  under  control, 
are  proper  charges  against  our  federal  funds  for  health  ad- 
ministration. We  believe  that  it  is  worth  while  to  do  what 
we  can,  by  federal  cooperation  with  the  states  and  localities, 
to  fight  typhoid  fever  and  diphtheria.  We  have  become  con- 
vinced that  federal  aid  is  needed  in  combating  tuberculosis 
and  the  venereal  diseases. 

As  we  get  farther  and  farther  away  from  great  emergencies, 
however,  which  the  local  public  obviously  cannot  handle  be- 
cause of  panic  such  as  accompanies  epidemics  of  influenza 
and  poliomyelitis  or  because  of  ignorance  of  danger  or  the 
enormity-  and  complexit)'  of  the  problem  as  in  the  case  of  ven- 
ereal diseases  which  I  have  mentioned,  we  grow  more  doubt- 
ful regarding  the  inclusion  of  activities  under  public  health. 
For  example,  malaria  and  hookworm  diseases  are  enomiously 
important  as  causes  of  ill -health  and  inefficiency,  but  it  is  a 
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question  in  the  minds  of  many  as  to  whether  the  federal  gov- 
ernment should  do  very  much  with  those  diseases  beyond 
research  upon  the  best  administrative  measures.  We  find  a 
wide  divergence  of  opinion  when  we  come  to  the  question  of 
including  under  public  health  the  administration  of  pure  food 
regulations,  the  control  of  water  supplies,  garbage  and  sewage 
disposal  and  the  milk  supply.  Even  greater  divergence  of 
opinion  exists  regarding  whether  medical  inspection  of  school 
children,  child  hygiene,  baby  welfare  and  related  questions 
belong  to  the  field  of  public  health.  These  things  are  all 
desirable;  it  is  a  question  of  where  we  draw  our  line  in  defining 
public  health.  In  general  everyone  is  agreed  that  the  federal 
government  should  limit  its  activities  to  efforts  which  the  states 
obviously  cannot  successfully  make  alone.  And  for  that  mat- 
ter, it  is  agreed  that  states  and  communities  ought  also  to  limit 
their  activities  to  those  problems  of  health  which  the  individual 
cannot  solve  for  himself  without  endangering  others. 

It  is  my  personal  opinion,  that  we  should  first  direct  our 
efforts  toward  protecting  the  population  against  those  diseases 
from  which  knowledge  alone  will  not  protect  them.  We  may 
know  about  a  good  many  of  the  diseases  I  have  mentioned  and 
yet  not  be  able  to  protect  ourselves  or  families.  It  happens 
that  a  great  many  diseases  of  this  character  have  been  brought 
under  control  by  science,  and  pushed  beyond  the  borders  of 
this  country.  It  would  seem  very  clearly  the  duty  of  our  gov- 
ernment to  protect  us  from  the  invasion  from  other  countries 
of  these  diseases.  Then  we  should  continue  federal  participa- 
tion in  educating  and  training  the  public  to  protect  its  citizens 
from  such  diseases  as  smallpox,  typhoid  fever,  diphtheria,  or 
other  diseases  for  which  we  have  vaccines,  antitoxins  or  other 
measures  for  providing  individual  immunity  or  prevention  of 
serious  infections  after  exposure.  Such  dangerous  diseases 
cannot  be  limited  by  purely  intra-state  measures.  Again 
epidemic  or  rare  diseases  from  a  public  health  point  of  view, 
such  as  influenza,  rabies,  poliomyelitis  and  a  score  of  others, 
occur  so  infrequently  in  the  average  community  that  the  pro- 
vision of  an  adequate  state  personnel  and  equipment  for  com- 
bating them  is  prohibitive.  We  should  maintain  at  federal  ex- 
pense a  mobile  force,  so  to  speak,  always  available  to  aid  the 
state  authorities  in  dealing  with  such  disease  enemies. 
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The  more  general  problems  of  food  control,  water  supply 
protection,  and  similar  measures  are  probably  those  which  we 
should  consider,  if  we  are  going  to  talk  about  retrenchment 
within  the  public  health  field  as  usually  defined,  because  these 
activities  may  be  taken  care  of  in  other  ways.  I  would  point 
out,  however,  that  transfer  of  activities  from  one  department 
or  bureau  to  another  is  not  necessarily  attended  by  economy 
in  expenditures.  If  we  try  to  establish  a  general  principle  of 
division  between  federal  and  state  expenditures  for  public 
health,  I  think  it  ought  to  be  that  the  federal  government 
should  attempt  nothing  which  the  states  can  do  for  themselves. 
Secondly,  if  the  federal  government  undertakes  to  cooperate 
with  the  states  by  way  of  nation-wide  demonstrations  in  con- 
trolling special  diseases  that  have  been  neglected  as  in  the  case 
of  the  venereal  diseases,  that  cooperation  should  not  be  given 
unless  it  is  reasonably  certain  that  a  permanent  program  will 
be  carried  out  by  the  state  after  the  demonstration  is  com- 
pleted. Federal  funds  should  be  supplied  plentifully  for  re- 
search to  improve  our  present  methods  and  our  knowledge  of 
application  of  scientific  facts.  Our  limitation  in  this  matter 
is  still  the  most  costly  factor  in  our  bills  for  ill  health.  Lastly, 
the  government  should  be  well  enough  equipped  always  to 
protect  a  given  state  from  the  invasion  of  disease  from  other 
states  in  which  the  local  health  machinery  has  broken  down 
or  is  hopelessly  inadequate  as  sometimes  happens  in  great  un- 
expected epidemics  of  communicable  disease. 

Without  going  into  details,  it  will  be  useful  to  summarize 
the  permanent  health  activities  of  our  government  which  have 
been  supported  now  for  several  years  to  the  extent  of  approxi- 
mately ten  million  dollars  annually.  The  major  divisions  of 
this  sum  as  expended  by  the  U.  S.  Public  Health  Service  and 
other  federal  bureaus  are:  (i)  for  regular  activities  $5,000,000; 
for  public  health  and  related  measures  in  special  neglected  fields 
which  need  federal  aid  for  a  series  of  years  such  as  combating 
the  venereal  diseases,  $2,000,000,  for  emergency  expenditures 
in  controlling  influenza  and  other  great  dangers  $1,000,000; 
for  research  $500,000;  for  health  information  and  education 
$500,000;  for  general  federal  hospital  care,  not  including  any 
of  the  ex{)cnditures  for  cx-scrvicc  men,  $1,000,000.  These  are 
not  accurate  figures,  of  course,  but  give  us  a  rough  total  of  ten 
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millions  now  expended  by  the  federal  government  in  promoting 
health  throughout  the  nation. 

As  to  Professor  Lindsay's  question  regarding  the  evaluation 
of  these  expenditures,  it  is  true,  particularly  of  disease  control, 
that  the  better  the  work,  the  less  evidence  there  is  discernible 
by  the  public  regarding  the  value  of  the  investment.  If  the  Fire 
Department  ran  out  every  time  we  put  down  an  epidemic,  we 
would  have  a  demonstration  of  how  active  our  health  depart- 
ments are.  This  is  as  true  of  federal  health  work  as  it  is  of  local 
work.  Of  course,  we  know  what  was  done  in  stamping  out  small- 
pox in  the  Philippines  after  we  took  the  islands.  We  know,  for 
instance,  in  a  state  like  Georgia  or  South  Carolina  that  the  loss 
through  malaria  has  been  greatly  reduced.  We  know  the 
epidemic  of  yellow  fever  in  1872  spread  over  this  country  and 
cost  eighteen  thousand  lives  and  something  like  one  hundred 
and  seventy  million  dollars,  while  the  epidemic  in  1905  got 
under  way  apparently  more  effectively  than  the  epidemic  in 
1872,  but  was  stamped  out  with  the  loss  of  less  than  nine  hun- 
dred lives  and  a  saving  of  many  millions  of  dollars.  The  con- 
trol of  the  bubonic  plague  in  San  Francisco,  without  the  loss 
of  shipping  and  commerce,  saved  the  nation  billions  of  dollars. 
The  saving  of  our  children  from  such  diseases  as  diphtheria 
and  other  diseases  which  were  very  prevalent  in  our  parents' 
days  and  in  our  own  childhood,  can  be  calculated  as  a  saving 
of  millions  upon  millions  more,  besides  the  savings  which 
cannot  be  stated  in  money. 

These  are  purely  speculative.  If  I  had  time,  I  think  I 
could  develop  my  reasons  for  making  what  seems  to  be  an 
arbitrary  statement — within  the  next  ten  years  it  is  possible  to 
save  something  like  twenty-five  per  cent  of  our  present  federal 
outlay  on  the  things  we  are  now  doing,  through :  ( i )  inter- 
national cooperation  and  better  policing  of  diseases  not  now  in 
the  United  States,  that  is,  the  keeping  of  plague  and  cholera 
and  typhus  and  other  things  out  of  this  country,  by  better  co- 
operation in  handling  these  problems;  (2)  through  individual 
precautions  taken  as  the  result  of  education  in  preventing  the 
exposure  of  individuals  to  disease;  and  (3)  through  a  steady 
increase  of  better  conditions  of  housing,  working,  and  play, 
which  all  have  an  enormous  bearing  on  public  health. 

I  believe,  too,  it  is  possible  to  save  something  like  fifteen 
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f>er  cent  of  the  present  federal  outlay,  through  the  assumption 
of  expenditures  by  the  state  and  local  governments,  which  ex- 
penditures arc  now  being  made  largely  in  the  way  of  demon- 
stration by  the  federal  government.  Liistly,  it  is  possible  to 
save  something  through  reorganization  and  cooperation  of  all 
health  agencies,  both  official  and  volunteer,  by  adoption  of 
some  such  principle  as  has  been  voiced  by  the  President  and  in 
the  bills  now  pending  in  Congress  for  study  and  reorganization 
of  federal  health  and  welfare  work. 

Probably  nothing  which  may  be  done  now  can  change  the 
immediate  outlay,  but  by  promoting  better  purchase  value  of 
each  dollar  devoted  to  public  health  we  could,  I  imagine,  in 
ten  years  reduce  our  present  federal  expenses  for  public  health 
about  fifty  per  cent.  I  say  ten  years;  but  I  am  confident  that 
if  we  could  double  our  present  outlay  of  ten  million  dollars 
and  make  it  twenty  million  immediately,  we  could  get  the  re- 
duction I  speak  of  inside  of  five  years.  Therefore  my  plea 
would  be  to  retrench  in  public  health  expenditures  by  immedi- 
ate expansion  of  our  expenditures,  recognizing  that  this  is  not 
so  much  a  matter  of  federal  expense  as  of  federal  investment 
which  will  yield  enormous  profits  to  the  next  generation  and 
even  to  ourselves. 

In  conclusion  permit  me  to  say  that  I  believe  I  have  based 
this  statement  upon  sound  and  adequate  data,  which  I  have 
omitted  in  order  to  make  more  certain  that  the  central  idea 
which  I  present  may  remain  unconfused  in  your  memorv. 
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THE  opportunity  for  individual  reward  and  accomplish- 
ment is  solely  responsible  for  our  great  transportation 
systems.  Aside  from  subsidies  in  pioneer  days  to  some 
of  the  transcontinental  lines,  the  costs  of  railroad  extensions 
were  borne  by  the  public  in  recognition  of  the  ability  of  our 
captains  of  finance,  who  had  the  far-sighted  vision  to  foresee 
accruing  profits  from  the  charges  for  hauling  the  products  of 
the  virgin  fields  their  rails  would  develop. 

During  the  great  war  the  inadequacies  of  transportation  to 
handle  the  peak  load  were  proven  and,  as  a  result  of  losses 
largely  chargeable  to  the  accruing  component  costs  of  con- 
gestion, the  period  of  government  operation  is  represented  by 
losses  of  approximately  two  billion  dollars.  Now  that  the 
railroads  have  been  returned  to  their  owners  since  September 
1st  of  last  year,  there  will  be  no  repetition  of  such  exorbitant 
drain  on  our  national  resources  if  the  same  incentive  responsible 
for  the  early  financial  success  of  our  railroads  remains  un- 
trammeled  in  the  future. 

In  Canada  the  situation  is  diametrically  opposite.  There 
traffic  expectancies  of  many  lines  built  through  undeveloped 
country  have  not  been  fulfilled  and  they  cannot  be  expected  to 
for  many  years  to  come;  therefore,  the  government  has  as- 
sumed an  annual  deficit  of  approximately  seventy  million 
dollars  for  about  one-half  the  railroad  mileage  in  the  dominion. 

While  the  railroads  may  reasonably  be  expected  to  sustain 
themselves  in  the  future,  it  rtiust  not  be  overlooked  that  they 
are  but  one  of  our  several  mediums  of  national  transporta- 
tion, and  with  past  experience  as  a  lesson,  the  proper  coordin- 
ation of  all  transportation  facilities  is  essential  to  meet  the 
peak  loads  of  future  industrial  activities. 

Briefly,  this  existing  transportation  asset  is  railways,  water- 
ways and  highways.      Our  waterway  expenditures  have  in  the 
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past  been  heavy,  but  improvements  have  been  made  more  with 
a  view  of  channel  depth  than  terminal  capacity;  hence  under 
peak  load  conditions  during  the  war  they  were  of  slight 
benefit,  because  they  lacked  transportation  facilities  properly 
coordinated  with  our  railroad  transportation  facilities  with 
suitable  joint  water-rail  terminals  for  diversion  of  surplus 
trafllic  from  each  to  the  other  in  ratio  with  the  carrying  capa- 
bilities of  either. 

Considering  operating  losses  under  federal  control,  it  is  in- 
teresting to  note  the  comparative  line  haul  and  terminal  costs. 
In  the  industrial  section  of  this  country'  east  of  the  Mississippi 
River  the  terminal  costs  absorbed  an  inordinate  portion  of 
total  revenue.  While  the  exaggerated  charges  by  railroad 
unions  of  wasteful  railroad  operation  are  fallacious  and  can 
never  be  sustained,  I  am  convinced  there  is  still  tremendous 
opportunity  for  reducing  operating  costs  and  that  opportunity 
lies  in  effecting  economies  in  terminal  operation  more  than 
anywhere  else. 

Under  this  peak  load,  in  each  and  all  of  our  large  indus- 
trial cities,  which  likewise  in  the  majority  of  cases  are  our 
large  freight  terminal  or  interchange  points,  great  congestion 
prevailed  to  detriment  of  line  haul  movements  by  reason  of 
terminal  inadequacies.  The  functioning  of  such  centers  as 
check  valves  interrupted  the  free  and  easy  flow  of  traffic  and 
is  largely  responsible  for  the  erroneous  impression  that  our 
railroads  crumpled  under  the  burden.  With  sufficient  motive 
power  there  is  practically  no  tonnage  limit  which  the  railroads 
will  not  carry,  provided  the  movement  is  uninterrupted.  Ter- 
minal interruptions  were  likewise  responsible  for  car  short- 
age, since  cars  through  congestion  were  held  in  terminals  for 
storage  instead  of  transportation. 

Under  the  stress  of  this  situation  a  large  amount  of  traffic 
was  diverted  to  highways  by  motor  trucks  to  detriment  of 
tariff  returns  to  the  railroads  and  at  far  greater  cost  to  shippers. 
During  that  acute  situation  action  was  necessary  regardless  of 
cost,  and  the  truck  then  patriotically  discharged  its  obligations 
in  competition  with  the  carrier.  A  continuance  of  such  long 
haul  highway  competition  is  an  injustice  to  investors  in  our 
railroad  securities,  to  taxpayers,  who  are  assessed  for  main- 
tenance and  construction  costs  of  highwavs,  and  to  consumers, 
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who  in  the  retail  price  are  assessed  the  excess  cost  of  long 
haul  truck  charges,  which  are  far  greater  than  existing  railroad 
tariffs. 

The  government  is  spending  large  sums  annually  in  road 
construction  subsidies  without  much  voice  in  detail  plans  and 
specifications  covering  such  construction.  To  what  extent  a 
good  dollar  should  be  put  behind  a  bad  dollar  for  poorly  de- 
signed highways  is  problematical,  and  further  it  is  more 
problematical  as  to  whether  or  not  investment  should  ever  be 
made  without  proper  assurance  of  maintenance,  for  without 
maintenance — irrespective  of  road  specifications — the  principal 
so  invested  is  early  confiscated  by  deterioration.  Our  national 
highways  should  be  made  to  bear  their  burden  of  short  hauls 
of  industrial  traffic  during  times  of  peace  and  maintained  as  a 
military  asset  during  times  of  war.  Whether  or  not  this 
latter  contingency  warrants  giving  our  federal  government 
supreme  authority  in  engineering  specifications,  construction 
and  maintenance  is  a  subject  for  legislative  consideration. 
Road  building  is  a  matter  more  of  engineering  than  capital 
expenditures;  therefore,  since  the  government  is  liable  for 
the  latter,  it  seems  but  proper  that  it  should  have  some  voice  in 
the  former  in  order  to  secure  standardized  construction,  which 
is  essential  for  wartime  activities,  if  not  for  our  commercial 
welfare. 

This  lack  of  standardization  is  apparent  to  an  automobilist 
in  driving  over  state  boundaries  and  in  some  localities  a  matter 
of  grief  when  driving  over  county  boundaries.  If  the  trunk 
lines,  interstate  or  military  highways  were  specified  by  the 
federal  government  in  recognition  of  its  subsidies  for  such  and 
the  intra-state  roads  became  the  individual  problem  of  each 
state,  urban  and  agricultural  development  would  accrue  in 
ratio  with  the  intelligent  road  construction  furnished  its  tax- 
payers by  each  state. 

The  automobile  has  made  city  facilities  available  in  rural 
communities,  and  the  motor  truck  similarly  will  reduce  the 
marketing  cost  of  agricultural  products  originating  in  districts 
far  removed  from  rail  transportation,  provided  proper  roads 
are  constructed  for  truck  operation. 

With  proper  roads  for  both  passenger  and  freight  trans- 
portation the  motor  vehicle  both  automobile  and  truck,  will 
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largely  function  as  an  auxiliary  of  rail  transportation,  dis- 
tributing and  collecting  the  ever-accruing  volume  of  freight 
which  will  follow  in  any  territory  ojjcned  up  by  highway  con- 
struction. In  this  work  the  truck  will  economically  discharge 
its  obligation  to  civilization,  and  contribute  to  the  increase  of 
railroad  revenues,  instead  of  at  exorbitant  cost  both  in  retail 
price  of  commodities  and  destruction  of  highways  detract  from 
railroad  revenues  through  long  haul  competition  with  our 
common  carriers. 

When  such  transpires,  expensive  rail  extensions  to  develop 
virgin  territory  will  not  become  a  burden  of  government  sub- 
sidies as  in  Canada  or  of  priv^ate  capital  as  in  the  United 
States.  When  comparative  operating  costs  make  such  sequence 
possible  and  advisable  rails  will  follow  the  motor  truck  at  as- 
sured economies  instead  of  preceding  the  motor  truck  at  anti- 
cipated loss  for  an  indefinite  period. 

While  rail  extensions  into  virgin  territory'  might  be  con- 
sidered a  financial  gamble,  the  extension  of  intra-terminal 
rails  to  relieve  terminal  congestion  and  benefit  main  line  rail- 
road transportation  is  only  possible  at  prohibitive  cost,  which 
in  the  majority  of  cases  will  never  be  warranted  by  operating 
economies  effected. 

Such  intra-terminal  rails  are  necessary  only  as  interchange 
facilities  for  the  carriers  and  to  furnish  sidings  for  industrial 
extensions.  Here  the  motor  truck  can  be  coordinated  with 
rail  transportation  in  interchange,  collection  and  distribution 
service  under  operating  charges  less  than  interest  charges  alone 
on  physical  extensions.  It  will  function  currently,  lacing  up 
disjointed  freight  stations  of  railroads  and  isolated  sites  avail- 
able for  industrial  plants,  less  the  proven  delays  and  exorbit- 
ant expense  attendant  on  interchanges  by  box  cars  over  con- 
gested terminal  rails. 

The  motor  truck,  as  a  tonnage  developer  of  traffic  for  rail- 
road main  line  hauls,  radiating  into  rural  communities  from 
junction  points  to  be  established  for  interchange  of  their  loads 
with  railroads,  will  be  a  potent  developer  for  this  country, 
will  involve  less  liability  for  cither  government  or  private 
capital,  for  unless  the  railroads  themselves  adopt  the  facility, 
aggressive  private  capital  will  profitably  perform  the  service 
for  them. 
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Likewise,  the  motor  truck  can  be  used  at  discretion  of  the 
carriers  to  forestall  their  otherwise  necessary  huge  expendi- 
tures for  extension  of  terminal  plant  at  enormous  operating 
economy  and  untold  benefit  to  shippers  through  expediting  the 
movement  of  freight,  which  will  result  from  consolidation  of 
carloads  at  origin  by  the  truck  for  uninterrupted  dispatch  to 
destination. 

None  of  these  results  will  be  obtained  by  haphazard  invest- 
ments and  operation.  As  with  every  other  venture,  coordin- 
ation is  primarily  essential,  and  coordination  must  be  backed 
by  intensive  intelligent  operation.  When  so  properly  relegated 
to  its  sphere,  excessive  costs  of  long  haul  competition  and  un- 
licensed abuse  of  our  public  highways — now  partially  sub- 
sidized by  the  federal  government — will  cease. 

Later  in  progressive  sequence  the  demountable  unit  container 
of  maximum  motor  truck  capacity  will  unquestionably  prove  a 
primary  facility  of  transportation,  utilizing  the  three  principal 
available  units — railways,  waterways  and  highways — within 
the  zones  of  most  economic  operation  of  each,  and  the  motor 
truck  will  then  come  into  its  own  as  the  missing  link  in  trans- 
portation lacing  up  these  three  primary  facilities. 

Such  future  opportunity  suggests  not  only  standardization  of 
highway  specifications,  but  standardization  of  all  state  laws 
regulating  the  gross  and  net  weight,  load  distribution  and 
clearance  dimensions  of  motor  trucks.  The  standardization  of 
traffic  laws  is  likewise  essential  for  the  intelligent  use  of  this 
modern  facility,  which  has  already  proven  its  potentialities. 
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IN  the  first  place,  I  want  to  call  your  attention  to  the  fact 
that  public  education  is  not  primarily  a  question  for 
educators  to  determine.  It  is  a  question  for  all  the 
people.  The  public  schools  in  the  several  states  were  founded 
by  the  people.  They  are  supported  today  by  the  people,  to 
do  the  people's  job.  If  they  are  efficient,  if  they  do  their 
work  well,  then  the  people  get  the  dividends.  If  they  fail, 
the  people  through  future  generations  suffer  because  of  that 
failure.  So  this  is  a  question  of  the  highest  importance  to 
all  the  people. 

All  money  put  into  education,  rightly  expended,  is  an 
investment.  We  need  make  no  apologies  for  making  an  in- 
vestment. Everyone  would  say  that  if  investments  could  be 
made  that  would  bring  large  dividends  in  better  citizenship, 
it  were  well  to  make  those  investments.  But  it  is  more  than 
an  investment.  It  is  an  insurance  against  the  difficulties  that 
we  see  today  in  the  countries  that  are  not  fostering  public 
education. 

When  England,  during  the  war,  was  standing  with  her  back 
against  the  wall ;  when  Haig  was  holding  on  w  ith  France  and 
the  other  allies  until  America  could  come  to  the  rescue,  the 
Minister  of  Education  in  England  asked  for  increased  millions 
for  public  education.  The  Chancellor  of  the  Exchequer,  ris- 
ing in  Parliament,  said,  "  We  know  that  your  requests  for 
public  education  are  well  founded.  These  expenditures  should 
be  made  if  we  could  afford  it.  But  when  England  is  stressing 
herself  to  the  limit  to  get  money  enough  to  save  her  very  life, 
can  we  afford  to  make  these  expenditures?"  Minister  Fisher 
rose  and  replied,  "  When  wc  are  considering  an  expenditure 
that  is  at  once  an  investment  and  an  insurance,  the  more  im- 
portant question  is  :  Can  we  afford  not  to  make  the  expendi- 
ture.''"    The  added  appropriations  were  voted. 
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The  greatest  question  to  be  considered  in  America  today 
is  education.  The  statesmen  of  our  country  from  Washington 
down,  have  recognized,  as  we  must  recognize  today,  the  im- 
portance, the  primary  importance,  as  Washington  put  it,  of 
the  development  of  public  education  as  the  foundation  of  free 
government.  In  his  great  farewell  address,  in  which  he  urged 
the  people  to  do  those  things  that  would  make  certain  the 
perpetuity  of  our  government,  he  summed  it  all  up  with  these 
words:  "  Promote,  then,  as  an  object  of  primary  importance, 
institutions  for  the  general  diffusion  of  knowledge."  And  he 
gave  his  reasons.  "  In  proportion  as  the  structure  of  govern- 
ment gives  force  to  public  opinion,  it  is  essential  that  public 
opinion  be  enlightened."  We  heard  here  at  this  meeting  from 
Senator  Root,  of  the  power  of  public  opinion,  and  then  the 
President  emphasized  the  same  thing.  It  made  me  think  of 
the  saying  of  Lincoln  that  public  opinion  is  more  than  the 
making  of  laws,  that  it  makes  possible  the  making  of  laws. 
But  how  can  there  be  an  intelligent  public  opinion  unless  back 
of  it  all  there  is  a  system  of  education  that  shall  develop  an 
intelligent  citizenry?  That  is  the  vital  question,  and  when  we 
are  talking  about  the  character  of  some  members  of  Congress 
and  of  state  legislators,  I  sometimes  think  we  do  not  go  back 
far  enough. 

When  I  was  a  member  of  the  Illinois  Senate,  there  was  a 
Senator  from  a  district  in  Chicago  who  was  most  unsatisfac- 
tory to  some  of  us.  I  remember  talking  to  my  good  friend 
and  colleague.  Senator  Hay,  aibout  this  man.  Senator  Hay 
asked,  "  Have  you  ever  been  in  the  district  in  Chicago  from 
which  he  comes?  "  I  replied,  "  No,  I  think  I  have  not."  He 
said,  "  This  is  a  representative  form  of  government,  and  I  do 
not  know  but  what  the  Senator  in  question  reflects  the  intelli- 
gence of  the  people  of  his  district  quite  as  well  as  you  and  I 
possibly  could  the  people  of  our  districts.  Back  of  the  Con- 
gressmen are  the  men  who  elect  the  Congressmen.  Back  of 
our  legislators  are  the  voters  who  select  these  legislators.  And 
back  of  the  future  of  America  is  the  American  citizenship  that 
shall  uphold  or  fail  to  uphold  our  American  institutions.  And 
so  what  we  need  is  an  investment  in  citizenship,  and  we  must 
think  of  public  education  in  that  way.  When  we  think  of  it 
that  way  we  will  not  be  miserly  about  expenditures,  for  we 
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will  see  that  all  the  money  put  in  brings  liberal  returns.  Money 
put  into  education  is  money  put  into  brains,  and  brains  make 
money.  From  the  standpoint  of  material  prosperity  it  were 
well  to  spend'  more  money  in  education. 

What  has  the  Federal  Government  to  do  with  this?  The 
government  cannot  escape  interest  in  a  thing  that  has  to  do 
with  its  \cry  life.  The  government  of  the  United  States  can- 
not be  careless  in  considering  the  development  of  a  citizenship 
which  alone  can  save  it  from  ruin.  The  war  brought  out  so 
many  illustrations  of  this  fact.  Nearly  one-fourth  of  the  boys 
who  were  drafted,  between  the  ages  of  twenty-one  and  thirt>'- 
one,  were  unable  to  read  a  newspaper  intelligently  or  write  a 
letter  home.  Does  this  condition  aflfect  national  security? 
Is  it  a  question  of  national  concern? 

I  wonder  sometimes  if  we  go  deep  enough  in  considering 
the  Declaration  of  Independence.  We  emphasize  our  inalien- 
able rights,  the  pursuit  of  happiness,  etc.  But  I  would  call 
your  attention  to  the  fact  that  this  great  document  declares  that 
"  to  establish  these  rights  governments  are  instituted  among 
men."  Do  the  millions  of  illiterates  in  America  today,  born 
under  our  flag,  natives  of  our  country,  have  life  in  the  sense 
that  the  members  of  this  Academy  think  life  ought  to  be  lived 
in  the  twentieth  century'?  Do  they  have  liberty,  held  as  they 
are  in  the  bondage  of  ignorance?  Do  they  have  a  fair  op- 
portunity for  the  pursuit  of  happiness  when  they  cannot  read 
a  newspaper  or  a  magazine,  or  gain  anything  from  the  printed 
page?  May  we  have  the  spirit  of  our  fathers  that  we  may  real- 
ize America's  unfinished  work;  that  we  may  help  bring  to  every 
boy  and  girl  in  America  at  least  that  guaranteed  opportunity 
of  "  life,  liberty  and  the  pursuit  of  happiness." 

Is  the  physical  well-being  of  our  nation  a  question  purely 
of  state  concern,  when  nearly  one-third  of  the  men  drafted 
in  the  war  were  unfit  for  full  military'  service,  and  the  surgeons 
told  us  that  a  large  proportion  of  these  deficiencies  could  have 
been  prevented  by  the  understanding  and  application  of  health 
habits?  We  ha\c  undertaken  the  conservation  of  material  re- 
.sources.  Beginning  particularly  in  Mr.  Roosevelt's  adminis- 
tration, we  started  to  conserve  our  water  power  and  forests  and 
mineral  resources,  and  other  natural  resources — and  we  have 
not  done  too  much.      It  was  time  for  us  to  do  that,  but  isn't  it 
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really  more  necessary  to  begin  to  conserve  our  human  re- 
sources? The  highest  expenditure  asked  in  any  bill  or  bills 
for  health  promotion  or  physical  training  for  a  whole  year 
would  be  less  than  the  cost  of  one  battleship. 

We  have  heard  a  good  deal  in  this  conference  about  dis- 
armament and  I  quite  approve  what  has  been  said.  I  went 
before  the  Foreign  Relations  Committee  in  Washington  the 
other  day,  and  spoke  earnestly  in  support  of  a  program  for 
disarmament.  Could  we  not  cut  out  one  battleship,  if  Japan  and 
England  would  agree  to  unite  with  us,  and  take  the  money  and 
put  it  into  the  conservation  of  manhood  and  womanhood  and 
citizenship,  that  would  help  make  secure  the  blessings  of  liberty 
to  ourselves  and  our  posterity?     That  is  what  we  are  asking. 

Regarding  the  teacher  situation,  all  the  normal  schools  of 
America,  all  the  teachers'  training  institutions,  will  not  turn 
out  this  year  one-fifth  the  number  of  teachers  that  we  will  need 
next  fall  to  fill  the  vacancies  in  our  public  schools.  Tens  of 
thousands  of  school  positions  are  filled  today  by  girls  under 
twenty  years  of  age  who  have  had  no  more  than  an  eighth 
grade  education,  and  this  great  nation  of  ours  is  going  along 
failing  to  appreciate  the  seriousness  of  the  situation. 

The  nation  must  assist  in  bringing  about  better  conditions. 
It  must  never  control,  never  dominate,  but  it  can  and  should 
help.  Many  states  sorely  need  help.  The  state  of  California, 
according  to  the  last  census,  had  fourteen  thousand  dollars  of 
taxable  wealth  back  of  every  child  to  be  educated.  The  state 
of  Mississippi  had  only  two  thousand  dollars  of  taxable  wealth 
back  of  each  child.  In  other  words,  in  Mississippi  they  would 
have  to  levy  seven  times  as  high  a  tax  as  in  California  in  order 
to  get  as  much  money  per  child  for  education.  But  you  say 
that  you  are  not  interested  in  the  children  of  Mississippi.  Yes 
you  are.  They  told  me  in  Chicago  a  few  years  ago  that  they 
were  not  interested  in  the  illiteracy  of  the  South,  but  during 
the  war  two  hundred  thousand  illiterate  negroes  came  out  of 
the  South  into  Chicago.  They  acknowledge  now  that  they  are 
very  much  interested  in  the  education  of  the  negroes  of  the 
South. 

The  principle  of  federal  promotion  of  education  rests  on  these 
premises :  That,  as  Americans,  we  are  all  citizens  of  a  common 
country;  that  the  duties  and  privileges  of  American  citizen- 
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ship  are  not  affected  by  the  state  boundaries;  that  because  of 
the  facilities  for  intercourse  between  the  states  each  state  must 
inevitably  share  in  the  strength  or  weakness  of  all ;  that  what- 
ever tends  to  elevate  and  streng-then  the  citizenship  of  any 
state  promotes  the  welfare  of  the  entire  country;  and  that  any 
discord  or  weakness  in  a  state  or  community  subtracts  from  the 
general  health  and  security  of  the  nation  as  a  whole. 

Are  you  ready  to  question  any  of  these  premises?  No  one 
can  doubt  that  to  insure  national  prosperity  and  preserve  our 
American  institutions  there  must  be  developed,  through  educa- 
tion, a  citizenship  that  is  physically,  intellectually  and  morally 
sound;  that  to  neglect  the  proper  training  of  any  consideiable 
portion  of  our  people,  in  whatever  state  or  community  they  may 
reside,  is  to  endanger  the  future  of  our  nation,  as  a  whole; 
and  that  because  of  these  facts  our  national  government  is 
deeply  interested  in  the  promotion  of  education  throughout 
the  nation. 

I  quoted  from  a  statement  of  Washington  that  education  is 
of  "  primary  importance."  I  want  to  read  now  from  a  state- 
ment by  President  Harding,  which  statement  he  gave  out  last 
October :  "  Education  is  so  intimately  related  to  every  phase  of 
human  welfare  and  to  the  perpetuity  of  our  free  institutions 
that  it  must  be  considered  of  primary  importance  in  any  pro- 
gram for  social  betterment."  You  note  he  used  the  same  words 
that  Washington  used,  "primary  importance."  Then  he  goes 
on :  "  The  federal  government  has  established  the  precedent 
of  promoting  education.  It  has  made  liberal  grants  of  land 
and  money  for  the  establishment  and  support  of  colleges  of 
agriculture  and  mechanical  arts,  and  in  more  recent  years  has 
made  appropriations  for  vocational  education  and  household 
arts.  Without  interfering  in  any  way  with  the  control  and 
management  of  public  education  by  the  states,  the  federal  gov- 
ernment should  extend  aid  to  the  states  for  the  promotion  of 
physical  education,  the  Americanization  of  the  foreign-born, 
the  eradication  of  illiteracy,  the  better  training  of  teachers,  and 
for  promoting  free  educational  opj>ortunities  for  all  the  chil- 
dren of  all  the  p>eoplc." 

If  we  will  stand  by  that  program  of  national  aid,  of  national 
encouragement,  of  national  cooperation,  in  doing  what  must  be 
done  if  America  is  to  preserve  her  institutions  and  realize  her 
ideals,  we  will  take  a  long  step  forward. 
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PREFACE 

The  general  scope  and  purpose  of  the  program  of  the  last  Annual 
Meeting  of  the  Academy  of  Political  Science,  which  was  held  at  the 
Hotel  Astor  in  New  York  City  on  November  4  and  5,  1921,  are  ad- 
mirably set  forth  by  Mr.  Sam  A.  I^wisohn,  Chairman  of  the  Com- 
mittee on  Arrangements,  in  the  introductory  article  in  this  volume. 

It  may  be  of  interest,  however,  to  call  attention  to  the  fart  that 
the  Trustees  of  the  Academy,  recognizing  the  increasing  importance 
of  a  broad  discussion  of  industrial  relations  as  affecting  far-reaching 
questions  of  public  policy  and  problems  of  government  and  legisla- 
tion, appointed  a  small  research  committee  on  Industrial  Relations 
■with  Mr.  Lewisohn  as  Chairman  more  than  a  year  before  arrange- 
ments were  made  for  the  annual  meeting  and  national  conference  on 
*'  Constructive  Experiments  in  Industrial  Cooperation  between  Em- 
ployers and  Employees ".  This  committee  collected  information 
from  many  quarters,  studied  and  examined  the  numerous  reports  and 
publications  of  other  independent  scientific  investigations  of  various 
aspects  of  industrial  relations  by  labor  organizations,  employers' 
organizations,  individual  firms  and  corporations. 

The  Committee  became  so  impressed  with  the  extent  and  signifi- 
cance of  individual  experiments  and  of  the  lack  of  general  knowledge 
on  the  subject  that  it  reported  to  the  Academy  that  no  more  useful 
service  could  be  rendered  at  the  present  time  than  to  bring  together 
for  free  and  frank  discussion  those  who  could  speak  with  authority 
of  the  more  noteworthy  practical  experiments.  It  was  felt  that 
public  opinion  generally  would  benefit  greatly  as  a  result  of  such 
discussion,  in  which  controversial  issues  would  naturally  be  mini- 
mized and  the  solid  ground  of  fact  and  achievement  be  greatly  em- 
phasized. The  following  pages  contain  the  results,  which  are,  we  be- 
lieve, worthy  of  the  widest  publicity  and  the  most  painstaking  studv. 

The  Academy  desires  to  acknowledge  its  indebtedness  and  record 
its  grateful  thanks  to  the  Secretary  of  Commerce,  Hon.  Herbert  C 
Hoover,  the  Secretary  of  Labor,  Hon.  James  J.  Davis,  the  Post- 
Master  General,  Hon.  Will  H.  Hays,  and  other  government  oflicials 
or  persons  formerly  identified  with  governmental  activities,  for 
their  participation  in  this  program  and  their  contributions  to  this 
volume ;  also  to  a  nimiber  of  prominent  and  far-sighted  captains  of 
industry  such  as  Charles  B.  Seger,  formerly  Vice-President  of  the 
Union  Pacific  Railroad  and  now  Chairman  of  the  Board  of  Direc- 
tors of  the  United  States  Rubber  Company  with  its  many  plants 
employing  upwards  of  fifty  thousand  men;  Mr.  Henry  S.  Dennison, 


PREFACE  vii 

President  of  the  Dennison  Manufacturing  Company  of  Framing- 
ham,  Massachusetts;  Mr.  Harold  A.  Hatch,  Treasurer  of  Deering, 
Milliken  &  Company,  New  York,  and  President  of  the  Dutchess 
Bleachery  at  Wappingers  Falls  and  the  Abbeville  Cotton  Mills  Com- 
pany of  Abbeville,  South  Carolina;  Mr.  E.  K.  Hall,  Vice-President 
of  the  American  Telephone  and  Telegraph  Company,  Mr.  Owen  D. 
Young,  Treasurer  of  the  General  Electric  Company ;  and  other  rep- 
resentative employers;  and  last  but  not  least  to  our  distinguished 
foreign  guest,  Mr.  B.  Seebohm  Rowntree,  Director  of  the  Rowntree 
Company,  Ltd.,  Cocoa  Works  of  York,  England,  whose  admirable 
record  of  industrial  achievement  and  public  service  in  England 
coupled  with  his  penetrating  and  scholarly  observations  of  industrial 
problems  and  conditions  in  America  based  on  a  brief  but  intensive 
and  skillful  study  of  some  of  our  more  representative  plants,  made- 
his  address  and  participation  in  the  several  sessions  of  the  conference- 
most  stimulating  and  constructively  helpful. 

The  appreciation  and  thanks  of  the  Academy  are  no  less  due  to.> 
Mr.  Hugh  Frayne,  general  organizer  of  the  American  Federation  of 
Labor,  and  Mr.  Matthew  Woll,  President  of  the  International  Photo-. 
Engravers'  Union  of  Chicago,  and  Vice-President,  American  Fed-- 
eration  of  Labor,  who  represented  labor  organizations,  and  to  a  re-- 
markable  group  of  personnel  managers  and  others  identified  profes-- 
sionally  with  employee-employer  representative  institutions,  industrial' 
relations  committees,  and  institutions  for  training  and  educational^ 
work  in  industrial  relations.  Mr.  Herman  Feldman,  who  has  been, 
associated  with  Dr.  Metcalf  in  the  work  of  the  Bureau  of  Personnel! 
Administration  and  who  served  as  one  of  the  research  secretaries  tOi 
the  Conmiittee  on  Arrangements,  has  prepared  a  very  useful  biblio- 
graphy annotated  and  classified  with  reference  to  the  five  subdivisions^ 
or  groupings  into  which  the  papers  of  this  volume  fall. 

The  Chairman  of  the  Committee  on  Arrangements  and  of  the 
Research  Committee,  Mr.  Sam  A.  Lewisohn  of  Adolph  Lewisohn  & 
Sons,  New  York,  and  Vice-President  of  the  Miami  Copper  Com- 
pany, Miami,  Arizona,  and  also  Vice-President  of  the  Tennessee 
Copper  &  Chemical  Corporation,  has  met  and  worked  out  personally 
and  directly  some  of  the  difficult  problems  of  employer  responsibility, 
for  industrial  relations.  He  combines  with  his  business  and  pro-- 
fessional  experience  as  an  employer  the  intellectual  curiosity,  open-- 
mindedness  and  persistent  inquisitiveness  of  the  academic  student  of 
the  labor  problem.  Doubtless  for  these  reasons  he  was  unusually 
successful  in  securing  a  good  deal  more  than  mere  formal  coopera- 
tion from  so  large  a  number  of  representative  people  who  are  engaged:' 
in  pioneer  experiments  which  ultimately  are  destined  to  both  stabilize 
and  democratize  the  industrial  life  of  America.     Not  less  important^ 
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in   the  cooperation  that  contributed  to  the  success  of  our  national 
conference  was  the  active  participation  in  joint  sessions  of  the  mem- 
bers of  the   Industrial  Rehitions  Association  of  America,  a  nation- 
wide organization  in  the  industrial  relations  field  for  the  collection 
of  data  pertaining  to  the  labor  factor  in  industry  and  the  dissemina- 
tion of   the  results  to  stimulate   the  development   of    sound   labor 
policies  based  upon  accumulated  experience.     This  Association  con- 
tains in  its  membership  rt-presentatives  of  all  the  larger  industrial 
corporations  of  the  country  and  includes  particularly  executive  officers 
who  have  to  do  with  personnel  management.     To  Mr.  J.  M.  Larkin, 
Assistant   to  the   President  of   the   Bethlehem  Steel   Corporation  of 
Bethlehem.  Pa.  and  President  of  the  Industrial  Relations  Association 
of  America,  Mr.  E.  A.  Shay,  Acting  Executive  Secretary  of  the  In- 
dustrial Relations  Association  of  America,  and  to  Mr.  VV.  H.  Winans, 
of  the  Union  Carbide  &  Carbon  Co.  of  New  York  and  Chairman  of 
^e  General  Convention  Committee  of  the  Industrial  Relations  Asso- 
tcisflfion  of  America,  the  officers  of  the  Academy  tender  their  thanks 
•(for  their  cooperation  in  making  the  joint  sessions  of  our  national 
r  conference  of  interest  and  value  to  members  of  both  organizations. 

To  the  members  of  the  Committee  on  Arrangements  who  in  many 
■  individual  ways  cooperated  with  the  officers  of  the  Academy  in  the 
»  organization  of  the  program  and  the  successful  conduct  of  the  meet- 
ings, the  fact  that  they  were  attended  by  several  thousand  members 
xji  the  Academy  and  their  guests  will  be  sufficient  reward. 

In  addition  to  the  Chairman,  Mr.  Sam  A.  Lewisohn,  the  memliers 
of  the  Committee  were  Messrs.  George  W.  Alger,  A.  J.  Berres,  Alex- 
ander M.  Bing,  Meyer  Bloomfield,  Peter  Brady,  R.  J.  Caldwell, 
"Waddill  Catchings,  Cyrus  S.  Ching,  J.  Parke  Channing,  Mrs.  Sara 
A.  Conboy,  Messrs.  Lincoln  Cromwell,  Gerhard  M.  Dahl,  Frederick 
M.  Davenport,  Thomas  C.  Desmond,  Morris  L.  Ernst,  John  H.  Fin- 
ney, Glenn  Frank,  Hugh  Frayne,  M.  Friedsam,  Elon  Huntington 
Hooker,  Henry  P.  Kendall,  Thomas  \V.  Lamont,  Samuel  McCune 
Lindsay,  V.  Everit  Macy,  R.  C.  McCrea,  Walter  Gordon  Merritt, 
Henry  C.  Metcalf,  Ogden  L.  Mills,  Alton  B.  Parker,  Herbert  C. 
Pell,  Jr.,  Mrs.  Frances  Perkins,  Messrs.  Charles  Piez,  Harry  Frank- 
lin Porter,  John  T.  Pratt,  W.  G.  Rautenstrauch,  Henry  R.  Seager, 
■Charles  B.  Seger,  E.  R.  A.  Seligman,  Albert  Shaw,  Oscar  S.  Straus, 
Percy  Straus,  Roger  W.  Straus,  Mrs.  Joseph  R.  Swan,  Messrs.  Gerard 
Swope,  Henry  W.  Taft,  Ordway  Tead,  Henry  R.  Towne,  Frank  A. 
Vanderlip,  William  R.  Willcox,  Matthew  Woll  and  Owen  D.  Young. 

Samiki-  McCune  Lindsay.  President, 

Accuirmy  of  Political  Science. 
JDeceubek  29,  1921. 


CONSTRUCTIVE  EXPERIMENTS  IN   INDUSTRIAL 

COOPERATION  BETWEEN  EMPLOYERS 

AND  EMPLOYEES' 

SAM    A,    LEWISOHN 

Aidolph  Lewisohn  &  Sons;  Vice-President,  Miami  Cop]>er  Oompaay;  ▼«»- 
President,  Tennessee  Copper  &  Chemical  Corporation 

THIS  volume  comprises  the  addresses  delivered  at  the 
Forty-first  Annual  Meeting  of  The  Academy  of  Politi- 
cal Science.  The  subject  which  the  Trustees  of  the 
Academy  selected  for  discussion  this  year,  "  Constructive  Ex- 
periments in  Industrial  Cooperation  between  Employers  and 
Employees,"  may  be  considered  by  some  as  primarily  social 
and  economic.  However,  as  one  participant  in  these  discus- 
sions has  happily  described  this  phase  of  the  industrial  prob- 
lem, it  is  the  "  Politics  of  Industry,"  and  may  thus  be  regarded 
as  well  within  the  scope  of  the  Academy's  purposes.  Perhaps 
in  a  little  more  optimistic  mood  he  might  have  described  the 
problem  as  the  "  Statesmanship  of  Industry." 

The  sub-committee  which  has  been  at  work  on  this  subject  for 
many  months  came  to  the  conclusion  that  while  this  meeting 
should  include  many  phases  of  experiments  in  industrial  co- 
operation, its  chief  purpose  should  be  to  emphasize  what 
employers  have  done  and  can  do  in  taking  the  initiative. 

There  are  several  different  angles  from  which  employer- 
employee  relations  may  be  approached.  Till  very  recently  par- 
ticular attention  was  given  to  what  might  be  called  the  judicial 
phase,  that  is,  to  providing  machinery  for  arbitration  boards 
and  boards  of  conciliation  for  settling  controversies  between 
employers  and  employees  after  they  have  arisen.  Judicial  and 
investigative  machinery,  however,  while  useful  in  smoothing 
out  differences  after  they  occur,  cannot  forestall  disputes  and 
is  necessarily  palliative.  Industry  is  essentially  dynamic  and 
continuous,  and  it  is  therefore  the  everyday  relations  that  are 
most  important.  Even  the  ordinary  trade  agreement  between 
employers  and  unions  is  only  a  makeshift,  as  the  parties  thereto 
only  come  together  once  every  year  or  two  years  and  then  for 
bargaining — that  is,  for  controversial  purposes.  Such  machin- 
ery alone  cannot  create  cooperation  and  collective  action. 

1  Introductory  Address  delivered  at  the  first  session  of  the  Annual  Meet- 
ing, November  4,  1921. 

(539) 


2  INDUSTRIAL  COOFEKATIOS  [Vol.  IX 

It  was  felt  by  tlic  Committee  that  tlicre  was  a  large  area  in 
which  c«.)ntri)\ersy  played  only  a  minor  role  and  which  concerned 
the  continuous  and  constructive  relationships  of  employer  and 
emplo\-ec.  Within  this  area  lie  such  problems  as  proper  per- 
sonnel administration  within  the  plant  and  proper  cooperation 
within  the  industry.  It  is  a  matter  of  working  out  the  best  pos- 
sible adjustment  between  emjjloyer  and  employee  for  the  year- 
in-and-ycar-out  conduct  of  business.  Though  for  many  reasons 
a  certain  amount  of  friction  is  inevitable,  it  is  amazing  how 
many  difficulties  and  issues  permit  of  constructive  solutions.  It 
has  been  the  purpose  of  the  Committee  to  indicate  by  striking 
examples  what  these  solutions  are.  The  title  "  constructive 
ex{)eriments  "  has  been  used,  but  in  most  instances  they  arc 
more  than  experiments. 

Two  facts,  I  think,  stand  out  in  respect  to  this  attempt  to  treat 
constructively  our  employer-employee  problems.  The  fiist  is 
the  diversity  with  respect  to  these  problems  that  exists  between 
different  industries.  Certain  principles  are  common  to  all,  but 
in  other  respects  the  method  of  approach  should  be  different 
for  each  industr)'.  It  cannot  be  too  strongly  emphasi/.cd  that 
there  is  no  formula. 

For  example,  in  some  industries  the  question  of  sanitary  con- 
trol can  best  be  handled  by  each  individual  plant  either  through 
a  committee  or  otherwise.  In  the  clothing  industr}',  on  the  other 
hand,  because  of  the  nature  of  the  problems,  we  have  a  Joint 
Board  of  Sanitary  Control.  In  an  industry  without  plants, 
like  the  building  industry,  no  matter  how  enlightened  the  em- 
ployers may  be,,  a  strong  union  would  seem  to  be  necessary  to 
prevent  chaotic  conditions  from  arising,  owing  to  the  fact  that 
the  men  have  no  continuous  connection  with  or  loyalty  to 
any  one  employer.  In  industries  where  an  organization  can 
be  continuously  employed,  where  there  is  no  strong  com- 
petition, and  where  the  management  is  enlightened,  conditions 
may  arise  which  make  a  well-organized  union  less  necessary. 
Shop  committees  may  be  useful  in  the  plants  of  certain  industries 
— shop  chairmen  in  others.  In  some  industries  regularization  of 
work  is  an  important  problem ;  in  others  no  such  problem  pre- 
sents itself.  Large  organizations  require  an  entirely  different 
technique  than  small  businesses.  There  is  no  single  recipe 
for  successful  personnel  administration. 
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The  Committee  has  attempted  as  far  as  possible  to  keep  in 
mind  this  diversity  of  conditions  and  to  illustrate  by  the  examples 
of  different  experiences  the  variety  of  methods  of  approach. 

The  other  fact  that  stands  out  is  the  important  role  that  em- 
ploying management  plays  in  this  constructive  side  of  labor 
relations.  The  employer  is,  after  all,  the  man  who  has  got  the 
administrative  responsibility  and  thus  the  administrative  power. 
Labor  leaders,  very  properly,  are  selected  more  for  their  politi- 
cal than  for  their  administrative  ability.  To  use  an  analogy 
from  the  field  of  politics,  they  are  in  the  position  of  the  opposi- 
tion party  rather  than  in  that  of  the  responsible  party. 

We  have  said  that  there  is  no  formula,  but  if  there  were,  it 
would  seem  to  be  this :  that  employers  give  as  much  time  and 
thought  to  these  personnel  problems  as  they  give  to  physical 
problems — as  much  time  to  morale  as  they  give  to  mechanics. 
It  is  a  matter  of  will  and  concentration.  In  some  respects  labor 
may  be  a  commodity  and  the  relation  of  employer  to  employee 
purely  contractual,  but  human  beings  are  human  beings  and  not 
machines.  You  can  buy  an  adding-machine  but  you  must  get 
cooperation  from  an  accountant.  "  Understanding  the  human 
element  is  the  acid  test  of  the  competency  of  management  to- 
day." For  this  reason,  this  conference  has  possibly  a  dispro- 
portionate number  of  employers  to  testify  what  they  have  done. 

In  dealing  with  cooperation  within  the  plant,  the  employer  is, 
of  course,  the  principal  figure,  as  it  would  seem  that  he  has  the 
initial  role  of  leadership.  Employees  want  adequate  wages,  se- 
curity and  a  voice  in  their  working  conditions.  Just  in  what 
form  these  are  secured  is  not  of  first  importance,  though  some 
form  of  representation  seems  almost  always  to  be  desirable. 
What  is  of  first  importance,  however,  is  that  the  management 
secure  and  maintain  the  confidence  of  its  employees  throughout 
the  organization.  Whether  the  industry  be  unionized,  partly 
unionized,  or  non-unionized,  proper  team-work  within  plants 
depends  on  the  skill  and  enlightenment  of  the  management. 
I  like  the  slogan  suggested  by  our  distinguished  English 
visitor,  "  Let  employers  lead,  not  drive." 

When  we  come  to  consider  industry-wide  cooperation,  trade 
unions  must  necessarily  play  an  important  role.  Within  an 
entire  industry,  the  question  of  bargaining  for  wages  is  an 
important  factor.     But  in  line  with  the  policy  of  avoiding  the 
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judicial  phase,  tlie  attempt  has  been  made  to  stress  examples 
of  continuous  methods  of  discussing  controversial  questions 
rather  than  mere  agreements  to  bargain  and  arbitrate.  What 
has  been  particularly  emphasized  is  that  there  are  a  large  num- 
ber of  questions  within  separate  industries  that  are  not  neces- 
garily  controversial  but  concern  the  welfare  of  all  and  can  be 
solved  by  joint  discussion  with  or  without  the  help  of  expert  as- 
sistance from  both  sides.  Union  leaders  have  a  most  important 
part  to  play  here — that  of  studying  the  particular  industry*  in- 
volved and  of  insisting  that  employers  introduce  the  necessar>' 
measures  to  stabilize  it.  This  is  far  better  than  merely  con- 
centrating on  the  wage  question  or  on  negative  regulations. 

The  necessity  for  proper  personnel  work  in  governmental 
employment  speaks  for  itself.  The  Government  should  be  the 
leader  in  an  enlightened  personnel  policy.  Several  papers  deal 
with  what  the  State  and  other  public  agencies  can  do  to  assist  in 
teaching  constructive  methods  of  handling  personnel  relations. 

In  large  business  establishments,  which  do  an  increasing 
amount  of  business  in  this  countrj',  the  day-to-day  handling  of 
labor  is  largely  in  the  hands  of  salaried  managers.  There  is 
no  more  important  problem  than  that  of  changing  the  curricula 
of  our  technical  schools  and  colleges,  from  which  this  group  is 
recruited,  to  include  adequate  courses  on  personnel  relations. 

It  must  be  kept  in  mind,  however,  that  for  the  present  the 
large  establishment  or  organization  is  not  the  preponderant  one 
in  this  country.  The  1914  Census  of  Manufacturers  indicates 
that  70%  of  employees  of  this  country'  are  employed  in  plants  of 
500  or  less.  The  small  proprietor  would,  therefore,  seem  to  be  a 
very  large  factor  in  our  industrial  processes.  And  if  we  are  to 
make  progress  in  our  personnel  relations  it  is  important  that  he 
be  given  access  to  the  most  approved  methods  of  handling  per- 
sonnel. Particular  attention  is  therefore  called  to  an  experi- 
ment in  New  York  State  in  providing  industrial  counselors  to 
advise  employers  with  respect  to  their  personnel   problem. 

The  outlook  of  the  smaller  employer  is  necessarily  local  and 
a  counselor  in  the  state  service  can  probably  get  into  much  more 
intimate  contact  with  industries  in  his  own  state  than  can  a 
federal  bureau.  A  decentralized  method  of  reaching  him  would 
seem  to  be  the  most  effective.  The  main  object  to  be  obtained 
would  be  to  educate  the  employer  by  giving  him  access  to  vari- 
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ous  approved  methods  of  handling  personnel.  Field  consulta- 
tions and  correspondence  are  particularly  valuable  in  indicating 
to  him  how  he  can  best  adapt  this  information  to  handling  his 
particular  problem.  Employers  are  naturally  fearful  of  over- 
regulation  by  the  state  of  their  labor  or  other  problems,  and 
there  is  no  doubt  that  standardization  and  negative  regulation 
have  limits.  On  the  other  hand,  the  Government  has  usually 
been  most  successful  in  its  educational  and  advising  functions. 
For  example,  in  assisting  the  farmer  by  advice  and  consultation, 
in  its  Bureau  of  Standards  and  its  Bureau  of  Mines  etc.,  the 
Federal  Government  has  been  particularly  effective.  The  states 
also  have  been  particularly  effective  in  advising  the  farmer, 
through  their  experimental  agricultural  colleges.  Surely  in- 
dustrial questions  are  as  important  as  agricultural  problems. 

Besides  the  state  itself,  local  Chambers  of  Commerce  would 
also  seem  to  be  particularly  effective  in  this  direction.  Com- 
posed as  they  are,  mainly  of  business  men,  they  already  have 
access  to  the  individual  employer,  making  a  pooling  of  in- 
formation particularly  feasible. 

A  recent  survey  has  estimated  that  10%  to  25%  of  the  em- 
ployers of  the  country  were  using  approved  modern  methods  in 
handling  their  employee  problems.  Efforts  must  be  made,  by 
initial  education  and  by  furnishing  facilities  for  self-help,  to 
bring  up  the  percentage  to  a  higher  figure.  The  education  of 
the  employer  is  as  important  as  the  worker's  education. 

It  is  the  hope  of  the  Committee  that  the  attention  of  the 
different  groups  connected  with  the  industrial  field,  and  of  the 
public  generally,  may  be  centered  upon  these  different  con- 
structive methods  of  approaching  labor  relations.  It  would 
seem  to  be  particularly  important  that  employers  generally 
realize  their  disproportionate  responsibility  and  the  opportuni- 
ties that  lie  before  them.  The  10%  to  25%  of  employers  using 
modern  methods  should  be  increased  to  at  least  60%  or  70% 
and  there  must  be  no  scrapping  of  progress  already  made. 

If  we  desire  to  increase  the  "  national  dividend  "  so  that  the 
per  capita  income  may  be  increased  to  the  advantage  of  every 
individual;  if  we  desire  that  our  industries  may  compete  in  the 
markets  of  the  world ;  and  finally,  if  we  desire  in  this  democracy 
of  ours  to  avoid  unhealthy  social  friction — a  proper  handling 
of  these  personnel  problems  is  imperative. 
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WORK  IN  A  LARGE-SCALE  ORGANIZATION 

WITH   MANY  PLANTS 

C.  B.  SEGER 
Chairman,  Board  of  Directors,  U.  S.  Rubber  Company 

SUCH  terms  as  "  Employee  Representation  "  and  "  Per- 
sonnel Work  "  are  not  to  my  mind  expressive  of  the 
message  they  are  intended  to  convey,  although  they  are 
commonly  used  in  the  discussion  of  so-called  Industrial  Rela- 
tions. What  we  must  consider  is  that  human  relationship  which 
should  exist  between  individuals  and,  in  turn,  between  em- 
ployees and  employers. 

The  first  requisite  of  proper  human  relationships  is  con- 
fidence. Confidence  results  from  knowledge  and  proper  under- 
standing based  on  truth  and  honesty  of  purpose.  This  principle 
must  be  recognized  and  must  be  respected  by  both  sides  before 
mutual  confidence  can  be  established.  The  real  problem,  as 
I  see  it,  is  to  arrive  at  the  best  means  of  establishing  that  con- 
fidence and  creating  and  cultivating  that  human  relationship 
which  should  exist  between  individuals  and  likewise  between 
employer  and  employee.  It  is  conceded  that  individuals  must 
know  each  other  before  mutual  confidence  can  be  established 
and  this  is  equally  true  between  groups  of  employees  and  their 
employer. 

There  must  be  an  intimate  and  frequent  intercourse  between 
employer  and  employee.  By  the  very  nature  of  things  this 
intercourse  cannot  be  personal  or  individual  although  I  for  one 
should  like  nothing  better  than  personally  to  know  and  deal 
directly  with  every  employee  in  the  organization  of  whicii  I 
am  a  part.  This  is  impracticable.  Therefore  the  point  of 
contact  for  communication  must  be  through  some  form  of 
representation  or  representative  body.  I  believe  that  the 
nearest  approach  to  an  equivalent  of  the  individual  relation- 
ship which  should  exist  between  employee  and  employer  is 
through  shop  councils  consisting  of  elected  representatives  of 
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the  employees  and  the  local  management  representing  the 
employer. 

Employee  Representation  should  mean  nothing  more  or  less 
than  a  plan  which  provides  systematic  and  regular  contacts 
between  employer  and  employee.  Such  a  plan  permits  em- 
ployer and  employee  to  talk  over  matters  of  mutual  interest, 
whether  it  be  hours  of  labor,  working  conditions,  wages  and 
production  costs,  or  what  not,  in  such  a  manner  as  to  constitute 
a  definite  procedure  by  which  their  conclusions  may  be  made 
effective.  The  success  of  any  such  effort,  however,  is  deter- 
mined by  the  sincerity  with  which  it  is  entered  into  both  by 
management  and  employees. 

The  development  of  American  business  and  the  introduction 
into  industrial  life  of  many  people  who  are  strangers  to  Ameri- 
can ways  have  greatly  complicated  our  problems.  This  condition 
makes  it  all  the  more  necessary  to  establish  some  definite  means 
of  contact  for  the  purpose  of  building  up  mutual  confidence  and 
eliminating  misunderstandings. 

Something  said  by  the  Chairman  leads  me  to  make  a  statement 
with  reference  to  what  I  conceive  to  be  the  danger  of  outside 
interference.  I  am  not  looking  from  the  top  down ;  I  am 
looking  from  the  bottom  up.  I  have  been  at  the  bottom  and 
I  have  participated  in  these  problems  both  as  a  wage  earner 
and  as  an  executive.  I  know,  and  I  use  that  term  advisedly, 
that  if  both  parties,  employer  as  well  as  employee,  will  make 
the  proper  effort  along  the  lines  of  establishing  human  relation- 
ships based  upon  truth  and  honesty  of  purpose  on  both  sides, 
there  will  never  be  a  friction  or  a  contention  or  a  grievance 
which  cannot  be  cleared  up  between  those  two  individuals  or 
between  groups  of  individuals  and  employers  if  they  are  given 
an  opportunity  to  work  out  their  own  salvation,  free  from  out- 
side interference.  There  must,  however,  be  a  sincere  effort, 
and  I  freely  confess  and  urge  that  the  initial  step  in  that  direc- 
tion must  be  taken  by  the  employer.  Rightly  or  wrongly,  the 
circumstances  that  have  led  up  to  the  present  conditions  are  such 
that  the  employer  must  assume  the  burden  of  undoing  some 
things  that  have  been  done  and  taking  the  initial  step  to  which 
I  have  referred.  Management  must  lead  and  must  accept  the 
responsibility  for  carrying  on  industry.  Intelligent  leadership, 
however,  presupposes  that  leaders  will  keep  those  whom  they 
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lead  informed  and  it  presupposes  also  that  they  will  be  re- 
sponsive to  those  led. 

The  subject  assigned  to  me  specifically  refers  to  an  organiza- 
tion with  many  plants.  To  my  mind  this  is  immaterial  as  each 
plant  must  be  considered  a  separate  family  and  the  cultivation 
of  the  human  relationship  must  be  entirely  within  the  family 
regardless  of  what  association  may  exist  between  that  family 
and  other  related  or  non-related  families  of  employees,  and 
regardless  of  what  central  employer  supervision  or  control  may 
exist.  The  problems  which  arise  between  management  and 
employees  can  never  be  settled  on  a  national  or  an  international 
basis.  Neither  can  they  be  settled  by  legislative  action.  They 
must  be  dealt  with  at  the  local  plant  at  which  they  aiise.  There 
is  an  honest  conviction  on  my  part  based  upon  experience  that 
the  cure  for  your  disease,  whatever  it  is,  must  be  localized. 
There  is  no  common  remedy  applicable  to  all.  There  may  be 
a  general  supervision  from  the  employer's  point  of  view  and 
there  may  be  association  of  the  industrial  families,  but  the  real 
problems  are  local  and  local  cures  must  be  applied  entirely 
free  from  outside  influences. 

If  our  country  is  to  develop,  and  if  American  business  is  to 
keep  its  place  in  the  world's  markets,  employee  and  employer 
in  American  industry  must  realize  and  realize  quickly  how 
closely  their  interests  are  bound  together.  The  building  up  of 
mutual  confidence  rather  than  the  building  up  of  factions  and 
classes  is  our  problem.  I  fully  believe  that  the  Americau 
business  man  and  the  American  workingman  are  alive  to  the 
necessities  of  the  situation  and  will  meet  and  solve  this  problem 
to  their  mutual  advantage  and  to  the  advantage  of  our  country 
as  a  whole. 

(S46) 


STABILIZING  EMPLOYMENT  IN  A  DIVERSIFIED 
SEASONAL  INDUSTRY 

HENRY  S.  DENNISON 
President,  Dennison  Manufacturing  Company,  Framingham,  Maas. 

IT  may  be  questioned  whether  there  is  the  difference  be- 
tween the  fundamentals  of  the  problem  of  industrial  man- 
agement and  the  problem  of  political  management  that 
some  of  us  think  there  is.  Some  of  the  experiments  that  are 
being  worked  out  in  industry,  even  if  they  seem  unsuccessful 
for  a  time,  must  nevertheless  rank  as  experiments  in  the  man- 
agement of  men  on  a  non-autocratic  basis.  I  think  that  those 
experiments  are  going  to  prove  of  very  great  interest  and  very 
great  value.  The  technique  of  democracy — how  to  manage 
ourselves  as  citizens — is  not  very  different  from  the  problem 
of  how  to  manage  ourselves  as  parts  of  a  producing  or  dis- 
tributing agency. 

One  element  of  this  problem  which  can  seldom  be  left  un- 
touched, is  the  factor  of  irregular  employment.  If  workers  are 
likely  to  be  thrown  out  of  employment  at  any  time,  you  can 
hardly  expect  to  obtain  a  very  solid  spirit  of  cooperation,  you 
can  not  go  very  far  in  personnel  work.  The  problem  of  regular 
employment  is  one  of  the  many  problems,  as  I  see  it,  of  this 
coordination  of  efforts  of  men.  It  is  the  root-problem  of  better 
industrial  relations. 

Ours  is  a  specialty  manufacturing  business.  The  line  is 
very  well  known  as  a  whole,  but  probably  it  is  not  very  well 
known  that  we  manufacture  jewelry  boxes,  although  that 
was  the  original  business,  from  which  we  went  to  such  work 
as  gummed  labels,  crepe  paper  and  through  to  the  special 
jobs  of  printed  shipping  tags  and  printed  baggage  tags 
or  checks  which  are  sold  to  the  railroads.  These  various 
classes  of  work  offer  a  very  wide  range  of  problems.  Most 
of  our  products  resemble  each  other,  but  the  problems  involved 
in  selling  a  railroad  baggage  check,  a  jewelry  box,  or  supplies 
of  crepe  paper  are  fundamentally  different  commercial 
problems. 
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While  we  Ikuc  no  such  intensive  seasonal  difiiculty  as  occurs 
in  the  clothing  trade  on  account  of  the  style  factor  or  in  building 
or  in  coal  mining,  we  have  a  variety  of  less  extreme  cases  of 
which  our  records  will,  I  hope,  prove  of  suggestive  value.  To 
all  sorts  of  industries,  our  experience  can  teach  at  least  one 
lesson,  that  in  tackling  the  regularization  problem,  the  word 
"cannot"  must  be  tabooed.  If  the  worst  of  their  cases  look 
more  impossible  than  did  our  jewelry-box  problem,  at  its  first 
stages,  I  am  much  mistaken. 

The  typical  jewelry  store  sells  about  40%  of  its  year's  busi- 
ness in  December  and  a  bit  better  than  57o  in  each  of  the  other 
eleven  months.  Their  custom  is,  therefore,  to  place  annual 
orders  for  boxes,  most  of  which  are  made  to  specification.  A 
small  part  of  our  manufacture  is  stock,  but  before  the  im- 
portance of  regularized  production  was  appreciated,  even  the 
orders  for  stock  boxes  were  not  made  out  until  January. 
We  used  to  wait  until  tlie  business  of  the  year  was  over 
and  then  take  time  to  collect  statistics  and  a  reasonable 
amount  of  time  in  getting  the  stock  orders  to  the  factory,  and 
if  we  did  this  by  the  middle  of  February,  we  considered  our- 
selves very  lucky.  Then  they  had  to  be  prepared  and  it  was 
two  weeks  more  before  we  could  get  the  boxes  for  the  workers 
to  work  on  them. 

To  improve  this  situation  we  had  to  get  our  stock  orders 
under  way  in  December,  making  rough  but  safe  approxima- 
tions of  quantities,  approximations  which  were  later  refined. 
Then  we  began  to  convince  the  Selling  Department  that 
jewelers  would  be  willing  to  consider  their  annual  orders  long 
before  April,  May  and  June.  After  five  years  of  slow  but 
steady  progress,  we  were  getting  most  of  these  orders  placed 
in  the  first  quarter  and  a  few  as  early  as  December  for  the 
following  year. 

Let  me  dwell  on  this  point  for  a  minute.  In  tackling  any  of 
these  complex  problems  in  the  field  of  management,  I  think 
it  extremely  wise  for  us  to  recognize  that  betterment  is  a 
process — that  betterment  can  not  be  simjjly  installed.  We 
should  recognize  that  it  has  got  to  start  slowly,  that  it  has 
got  to  grow.  If  it  takes  five  years  to  tackle  even  such  a  simple 
matter  as  this  regularization  problem  turned  out  to  be,  one 
should  not  be  discouraged  in  the  least  if  no  result  should  be 
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visible  in  two  years  in  any  attempt  to  establish  greater  con- 
fidence between  employers  and  employees. 

It  is  well  to  dwell  on  another  point  here,  and  that  is  the 
possibility,  the  propriety,  of  social  experiment.  The  statement 
has  been  made  that  the  social  problem  is  entirely  different 
from  any  other  scientific  problem  because  one  cannot  perform 
experiments  with  it.  I  take  issue  with  that.  Social  experi- 
ments are  being  performed  every  minute  and  they  are  just  as 
definite  as  any  chemical  experiment  ever  performed  in  any 
laboratory.  These  experiments  have  been  going  on  in  the 
social  field  for  thousands  of  years  but  we  have  not  called  them 
experiments — we  have  usually  called  them  failures ;  and  yet 
there  is  no  experiment  that  is  a  failure.  If  you  study  it,  you 
will  learn  something  from  it.  We  have  experimented  with 
great  benefit.  We  have  experimented  and  we  have  failed,  but 
we  have  tried  never  to  make  a  failure  that  would  cost  us  any- 
thing. We  tried  to  learn  more  from  the  failure  than  it  cost 
us  in  money. 

In  spite  of  success  in  securing  box  orders  well  in  advance, 
our  die-printers — skilled  workers — were  relatively  idle  between 
November  first  and  January  fifteenth  under  ordinary  condi- 
tions. Consequently  we  added  to  our  lines  of  holiday  cards 
some  die-printed  designs,  not  primarily  for  profit  but  to  fill  in 
this  chink.  We  have  taken  other  steps  in  this  process  of  regu- 
larization  and  added  items  of  such  nature  that  they  could  be 
manufactured  during  an  idle  period  on  the  idle  equipment. 
Our  holiday  lines  were  at  first  principally  for  Christmas  but  in 
our  efforts  to  smooth  out  the  production  curve  without  too  much 
cost  in  inventory,  we  have  put  special  development  pressure  on 
goods  for  other  holidays  and  for  the  vacation  season. 

In  other  of  our  lines  we  have  been  able  to  increase  the  pro- 
portion of  non-seasonal  orders  with  long  delivery  time  by 
making  special  selling  drives,  and  throughout  the  plant  we  have 
scheduled  our  stock  items  and  inter-departmental  needs  well  in 
advance.  This  frequently  means  making  a  first  approximation 
more  than  a  year  ahead  of  time.  The  placing  of  definite  pro- 
duction orders  can  then  be  regulated  to  suit  all  the  needs  of 
any  specific  situation.  Some  are  placed  actually  for  the  year; 
others  for  current  production  checked  up  from  week  to  week. 

Besides  these  methods  of  decreasing  the  pressure  of  seasonal 
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demands  and  evening  out  the  inequalities,  we  meet  seasonal 
employment  by  conforming  ourselves  somewhat  to  it.  Wc 
balance  the  decrease  of  work  in  one  department  against  the 
surplus  of  another.  We  transfer  operatives  much  more  freely 
than  we  used  to,  not  at  random  of  course,  but  with  a  view  of 
training  an  operative  into  two  or  three  lines  which  normally 
dovetail.  We  have  found  that  this  development  of  versatility 
makes  considerable  demands  upon  intelligence  in  planning,  but 
when  these  demands  are  met  the  advantages  are  considerable. 
We  do  not  lose  as  much  in  skill  as  we  expected  and  what  we 
do  lose  we  believe  to  be  made  up  by  the  development  of  in- 
telligent interest  and  the  reduction  of  the  monotony  factor. 

The  transfer  is  also  valuable  in  retaining  a  high  grade  of 
employees.  When  we  used  to  lay  off  for  seasonal  slackness, 
we  never  lost  the  worst  employees.  They  were  content  to  wait 
with  their  hands  folded  for  us  to  open  up  again.  But  the  best 
ones  would  not  wait  for  anybody.  They  would  go  out  and 
take  care  of  themselves.  They  were  the  kind  of  employees 
who  might  some  day  develop  into  department  heads.  They 
were  aggressive.  When  they  were  laid  off  for  two  weelcB 
they  found  other  jobs  and  we  lost  them. 

Our  regularization  methods  may  be  summarized  as  follows: 

1.  Long-range  stock-goods  planning. 

2.  Getting  seasonal  special  orders  early. 

3.  Adding  stock  items  to  supplement  specials. 

4.  Developing  lines  for  supplementary  season.*?. 

5.  Training  operatives  into  supplementary  jobs. 

The  working  out  of  this  problem  has  been  increasingly  satis- 
factory in  its  results.  But  just  why  should  we  have  tackled  it? 
The  question  is  worth  asking.  For  though  the  variety  of  ef- 
fort put  into  its  solution  has  paid  us  well  in  dollars  (wc  have 
no  question  on  that  score),  I  can  not  assert  that  it  paid  better 
than  an  equal  effort  spent  in  some  other  direction,  say  for 
example,  in  expansion  of  the  business. 

But  against  the  financial  gain  of  some  project  of  expansion, 
there  must  be  balanced  the  cost  of  the  new  strains  expansion 
might  set  up  in  our  organization;  for  larger  structures  need 
stronger  ties ;  weaknesses  unnoticeable  in  small  organizations 
arc  fatal  to  the  larger. 

No  competent  marine  engineer  would  design  some  larger  ship 
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without  re-analysis  of  the  stresses  to  be  met  by  every  part  and 
no  competent  manager  should  allow  his  optimism,  his  energy 
or  ambition  to  excuse  insufficient  attention  to  the  essential  fit- 
ness of  his  organization.  I  think  that  is  a  timely  lesson  for 
American  business  today.  Growth  is  desirable  but  to  grow 
beyond  the  strength  of  the  organization  is  dangerous. 

If  our  experience  in  this  respect  is  typical,  growth  will  be 
more  rapid  when  more  attention  is  given  to  improvement  of 
structure  and  coordination  of  effort  and  less  is  given  to  ex- 
pansion. The  degree  of  progress  we  have  made  in  regulariza- 
tion  by  retaining  and  inviting  better  workmanship,  has  given 
strength  to  our  organization  which  has  made  growth  natural. 

I  think  it  is  significant  that  the  program  for  this  meeting 
includes  subjects  such  as  Personnel  Work,  Employees'  Ad- 
visory Committees,  the  Open  Book  Policy,  and  Unemployment 
Insurance,  all  of  them  measures  intended  to  strengthen  and  to 
make  more  reasonable  and  effective  the  joining  together  of 
men's  efforts  in  organization. 

Almost  every  week  some  sort  of  national  or  local  association, 
some  corporation  or  individual,  is  devoting  time  to  the  exami- 
nation of  these  subjects  or  to  similar  social  devices  such  as 
Hiring,  Promotion,  Suggestion  Systems,  Shop  Training,  Job 
Analysis,  Thrift  and  Stock  Ownership.  Dozens  of  men  are 
spending  themselves  in  the  revolt  against  the  false  gods-  of 
"  Bluff  "  and  "  Hunch,"  as  devotedly  as  Robert  Boyle  fought 
the  alchemists  and  their  prostitution  of  the  science  of  chemistry 
to  the  search  for  gold. 

Their  comparisons  of  experience  in  the  field  of  industrial 
relations;  their  dispassionate  surveying  of  the  influences  affect- 
ing the  lives  of  millions;  their  daring  questioning  of  cherished 
prejudices,  give  us  hope  for  orderly  progress  in  the  production 
and  distribution  of  the  material  things  of  life.  There  is  taking 
form  under  our  eyes  a  great  Profession,  the  service  of  which 
demands  analysis  of  forces,  comparison  of  cases,  condensed 
symbolization,  impersonal  deduction  and  inventive  synthesis 
— the  Applied  Science  of  Management — the  Profession  of  So- 
cial Engineering. 
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WINNING  THE  CONFIDENCE  OF  EMPLOYEES  BY 
TAKING  THE  MYSTERY  OUT  OF  BUSINESS 

S.  R.   RECTANUS  * 

Director  of  Employment,  The  American  Rolling  Mill  Company, 

Middletown,  Ohio 

BY  a  unanimous  vote  of  the  Board  of  Directors  of  the 
American    Rolling    Mill    Company    a    declaration    of 
principle — "ARMCO   purpose   and  basic  principles  " 
— was  adopted  as  follows  : 

The  American  Rolling  Mill  Company  was  organized  to  provide  a  high- 
class  permanently  profitable  investment  through  the  manufacture  of  such 
special  grades  of  iron  and  steel  as  would  bo  required  in  the  fabrication  of 
high-grade  finished  products. 

To  spcure  such  a  result  in  the  largest  measure  its  organizers  believed  that 
it  would  be  necessary  to  adopt  and  to  practice  such  policies  as  would 
bring  about  a  condition  of  mutual  confidence  and  create  a  spirit  of  sympathy 
and  of  real  cooperation  between  the  members  of  its  working  organization, 
its  customers,  its  stockholders  and  the  citizens  of  the  communities  in  which 
its  plants  would  be  located. 

In  other  words,  the  management  is  convinced  that  enduring 
progress  is  based  on  cooperation,  which  comes  only  as  a  result 
of  the  confidence  which  we  have  in  each  other,  and  confidence 
can  only  be  secured  through  understanding.  Another  way  of 
saying  that  same  thing  is  that  lack  of  understanding  and  mis- 
understanding cause  most  of  the  unhappiness  in  this  world, 
and  are,  primarily,  the  cause  of  war,  turmoil,  strife  and  dis- 
content. As  I  recall  it  the  first  serious  tie-up  of  building 
operations  occurred  during  the  building  of  the  Tower  of  Babel. 
Lack  of  understanding  stopped  the  work  and  the  job  was  never 
finished. 

Pride  in  personal  accomplishment  and  the  apparent  advan- 
tages of  advancement  make  men  want  to  succeed  to  positions  of 
large  reward.      Few  are  willing  to  admit  that  the  cause  of 

»  ThJH  paper  was  presented  by  Mr.  Rectanus  in  lieu  of  the  paper  which 
Mr.  ('harlot  R.  Hook,  Vice-President  and  (Jeneral  Manager  of  the  American 
Rolling  Mill  (Company,  was  scheduled  to  read  before  the  meeting  of  the 
Academy  of  i'olitieal  Science,  and  is  in  accord  with  Mr,  Hook's  views. 
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failure  or  lack  of  success  is  their  own  weakness.  Most 
of  us  are  quite  willing  to  take  the  credit  if  we  win,  but 
we  look  for  something  or  someone  to  blame  if  we  fail.  Men 
hate  or  fear  the  unknown  and  are  suspicious  of  the  things  they 
do  not  understand.  Most  people  are  essentially  honest  and 
fair.  They  want  all  that  they  are  entitled  to,  but  that  is  all. 
They  are  willing  that  the  other  fellow  should  receive  his 
fair  share. 

Mystery  in  business  is  not  good.  It  has  been  used  as  a  cloak 
by  those  who  have  had  a  job  of  exploiting  to  do.  It  causes 
distrust  of  business  managers.  Mystery  comes  as  the  result 
of  lack  of  understanding  and  causes  distrust.  Just  as  we  are 
taking  the  mystery  out  of  our  processes  by  scientific  investiga- 
tion and  are  replacing  the  secret  formula  by  the  standard 
practice  instruction,  so  we  hope  that  management  will  secure 
and  hold  its  leadership  through  confidence  based  on  under- 
standing instead  of  through  fear  inspired  by  mystery.  Many 
men  will  follow  a  successful  leader  blindly ;  few  will  adhere 
to  him  when  he  meets  with  reverses  even  though  the  reverses 
be  temporary. 

We  believe  that  management  can  conduct  business  success- 
fully only  when  it  knows  and  understands  the  underlying 
principles  of  business,  and  that  satisfactory  results  are  best 
secured  by  going  forward  in  accord  with  policies  which  have 
been  clearly  thought  out  and  clearly  announced. 

For  example,  we  depend  on  experts  for  advice,  and  organize 
committees  to  plan  and  recommend,  but  depend  on  individuals 
to  execute.  Any  plan  which  takes  the  responsibility  for  the 
execution  of  plans  and  policies  away  from  the  individuals  who 
make  up  the  management,  is  bound  to  result  in  inefficiency  and 
the  discrediting  of  the  executives.  We  have  endeavored  to 
secure  respect  for  management  and  have  tried  to  create  among 
the  workers  a  desire  and  a  willingness  to  have  the  work  of 
management  done  by  those  who  are  best  fitted  to  manage. 

Since  1904  we  have  had  a  plan  in  operation  in  the  depart- 
ment in  which  the  largest  number  of  our  men  are  employed, 
whereby  the  employees  elect  an  Advisory  Committee  each  year 
whicii  the  management  calls  in  for  advice  and  consultation,  and 
which,  in  turn,  presents  matters  of  mutual  interest  to  the  man- 
agement.    During  the  war  other  departments  increased  in  size 
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and  tlie  j)lan  was  extended.  Advisory  Committees  are  now 
annually  elected  from  each  department  by  secret  ballot.  Just 
now  we  have  3,700  employees,  3,000  of  whom,  at  Middletown, 
elect  50  committees  with  a  total  membership  of  148.  Each 
departmental  committee  has  a  chairman.  Every  employee  who 
has  been  in  the  continuous  service  of  the  company  for  one  year 
is  entitled  to  a  vote  and  is  eligible  for  election. 

The  departmental  advisory  committees  represent  tbe  employees  in  their 
department  in  an  advisory  capacity.  It  is  their  privilege  and  duty  to  take 
up  with  their  department  superintendent  any  matter  that  in  their  opinion 
is  not  being  handled  properly.  It  may  be  a  queation  of  production,  of 
working  conditions  or  a  personal  matter.  The  superintendent  likewi.se  may 
call  upon  the  committee  for  advice  or  to  give  it  first  hand,  information 
that  it  should  have. 

The  general  advisory  committee  is  composed  of  all  the  departmental 
advisory  committees,  and  has  for  chairman  the  General  Manager,  Mr.  Hook. 
This  larger  committee  holds  the  same  relation  to  the  general  management 
that  the  departmental  committee  does  to  the  department. 

The  functions  of  the  general  advisory  committee  may  be  stated  thus: 

First — To  advise  with  and  learn  the  policies  of  the  General  Management. 

Second — To  convey  to  the  employees  an  understanding  of  these  policies 
and  to  reflect  the  sentiment  of  the  employees  on  such  matters  as  may  be 
of  help  to  the  General  Management. 

The  committees  have  no  administrative,  executive  or  legislative  functions. 

The  general  committee  meets  once  a  month  following  a  meeting 
of  the  foremen  with  the  management.  When  the  situation 
demands,  we  have  joint  meetings  of  the  foremen  and  the 
advisory  committees. 

The  purpose  of  these  meetings  is  to  build  and  develop  Armco 
Spirit  because  our  work  has  a  spiritual  force  behind  it.  Our 
organization  can  be  successful  only  to  the  extent  that  it  gives 
service.  We  believe  that  our  work  is  worth  while  when  we 
increase  the  value  of  our  product  and  increase  the  output  per 
man  so  that  the  purchaser  of  iron  and  steel  sheets  can  secure 
more  value  for  the  dollar  he  spends  with  us  than  he  can  secure 
elsewhere.  In  other  words,  if  we  have  improved  the  effective- 
ness of  our  work  so  that  every  man  who  trades  a  day  of  his 
labor  for  a  day  of  our  labor  will  get  a  larger  value  than  if  he 
traded  a  day  of  his  labor  for  a  day  of  the  labor  of  our  friends 
in  the  same  line  of  business,  then  we  have  done  a  real  good 
in  the  world. 
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At  these  meetings  we  state,  explain  and  discuss  business 
policies,  market  conditions,  plans  for  the  future,  successes  or 
disappointments  of  the  past.  Our  various  department  heads 
tell  what  their  jobs  are,  what  they  do,  how  their  part  of  the 
business  is  carried  on.  Illustrations  of  the  difficulties  of  man- 
agement are  used,  as  for  example  during  the  coal  strike  in 
1919  when  we  operated  at  100%  capacity  by  substituting  oil 
for  fuel  almost  overnight.  Due  credit  was  given  to  the  men 
whose  ingenuity  and  hard  work  made  the  change  possible. 

Group  Insurance,  Stock  Purchase  Plan,  Steady  Work  and  all 
matters  of  mutual  interest  are  explained  and  talked  over.  Mr. 
Hook  spent  a  whole  evening  tracing  the  financial  history  of 
the  company,  going  into  detail  regarding  invested  capital, 
earnings,  losses,  dividends  and  surplus.  He  showed,  for  in- 
stance, that  surplus  was  not  money  invested  in  the  bank,  but 
that  earnings  were  reinvested  in  the  business. 

We  have  studied  and  discussed  living  costs.  When  the 
index  of  the  cost  of  living  increased  we  said  so.  When  it 
decreased  we  were  equally  frank.  Our  study  of  the  cost  of 
living  in  Middletown  was  made  under  the  direction  and  with 
the  help  of  a  group  of  workmen  who  were  interested  in  that 
subject.  The  cost  of  manufacturing  and  the  selling  price  of 
our  products  have  been  regularly  discussed.  We  agree  that 
profits  are  necessar>'  if  the  business  is  to  continue  and  prosper, 
and  we,  all  of  us,  are  to  have  jobs. 

In  other  words,  we  have  all  been  free  and  frank  with  each 
other.  There  is  nothing  about  our  business  that  we  are  afraid 
to  talk  about  to  our  men.  They  know  and  respect  the  fact 
that  there  are  some  things  which  must  be  kept  in  confidence. 
Propriety  has  bounds  which  are  respected  and  there  are  inti- 
mate business  facts  which  can  only  be  disclosed  cautiously  lest 
misunderstanding  rather  than  understanding  be  created. 

Wages  have  naturally  been  the  subject  of  more  than  one  dis- 
cussion. Our  men  know  that  their  wages  increased  125% 
while  the  cost  of  living  index  went  up  102%.  They  also  know 
that  their  present  wages  are  35%  above  the  1916  level,  while 
the  cost  of  living  index  is  32%  higher  than  it  was  in  that  year. 

During  the  past  year  we  have  seen  the  selling  prices  of  our 
output  forced  down  below  the  cost  of  production.  From  month 
to  month  Armco  men  have  known  what  our  competitors  and 
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the  buyers  were  doing.  They  have  known  what  wages  were 
being  paid  in  similar  industries  and  what  has  been  happening 
to  selling  prices.  They  know  that  steel  sheets  dropped  from 
$110.00  a  ton  to  $60.00,  and  even  touched  $50.00  a  ton;  that 
we  had  a  drop  in  the  market  of  $25.00  a  ton  in  45  days.  When 
prices  stifTened  a  short  time  ago,  the  reason  was  analyzed  for 
us.  Our  cost  and  sales  prices  have  been  analyzed  and  com- 
pared with  those  of  191 4  so  that  we  may  know  what  has  hap- 
pened and  how  the  relationship  has  changed  from  conditions 
which  were  formerly  standard. 

Recently  Mr.  Hook  called  in  a  small  group  and  showed 
them  the  financial  statement  which  had  been  prepared  for  our 
Directors.  These  men  were  workmen  who  were  well  known 
to  the  management  and  the  men  and  trusted  by  them.  Then 
he  called  a  joint  meeting  of  our  foremen  and  the  General  Ad- 
visory Committee,  and  explained  our  situation  in  general  terms 
with  assurance  from  the  men  who  confidentially  knew  the 
details  that  his  statements  were  correct. 

The  men  have  asked  questions,  searching  questions,  but  never 
have  we  been  put  into  an  embarrassing  situation.  It  pays  to 
take  the  mystery  out  of  business,  to  be  frank,  to  work  together 
as  friends  who  understand  each  other  and  know  that  their 
interests  are  mutual. 
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INSURANCE  AGAINST  UNEMPLOYMENT  IN 
A  PLANT 

HAROLD  A.  HATCH 

Treasurer,  Deering,  Milliken  &  Co.,  N.  Y.,  President,  Diitehess  Bleaehery, 

Wappinger  Falls,  N.  Y. 

IF  we  in  America  are  going  to  grapple  seriously  with  the 
problem  of  unemployment,  it  is  important  that  we  deter- 
mine in  advance  the  standpoint  from  which  we  approach 
the  task. 

We  are  today  hearing  unemployment  denounced  on  every 
side  and  from  every  angle.  It  is  called  "  menacing,  inhuman, 
wasteful,  unethical,  intolerable,  an  indictment  of  our  civiliza- 
tion, proof  that  our  whole  industrial  order  is  unrighteous  " ; 
it  is  said  that  it  is  driving  us  into  the  quicksands  of  Commu- 
nism or  the  Rip-Van-Winkleism  of  government  ownership;  the 
State  is  held  responsible,  this  or  that  institution  is  held  respon- 
sible, this  class  or  that  is  the  culprit,  everybody  is  to  blame 
except  the  last  speaker  on  the  subject,  and  instances  have  been 
known  where  even  the  last  speaker  has  confessed  that  he 
might  have  been  somewhat  to  blame. 

The  demand  that  a  cure  for  unemployment  be  sought  is 
evidently  universal,  at  least  at  the  moment.  The  motives  of 
those  voicing  this  demand  fall  into  three  classes : 

The  argument  of  those  influenced  by  the  first  motive,  which 
we  might  designate  the  fear  motive,  runs  somewhat  as  follows : 
"  Unemployment  is  largely  responsible  for  the  fact  that  dis- 
content among  workmen  is  on  the  increase.  Millions  of  un- 
employed are  today  thinking,  tomorrow  they  will  demand  the 
overthrow  of  an  industrial  system  which  has  treated  them  so 
unfairly." 

It  is  very  questionable  if  the  fear  argument  alone  will  ever 
lead  to  the  inauguration  of  an  energetic,  determined  and  scien- 
tific campaign  to  find  and  establish  a  remedy.  Fear  is  not  a 
constructive  sentiment;  indeed,  it  is  difficult  to  find  in  history 
any  noteworthy  achievements  which  can  be  justly  credited  to 
this  motive.     The  parable  of  the  steward  who  buried  his  talent 
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in  tlie  ground  for  fear  it  might  be  lost  is  the  classic  example  of 
tlie  incfTcctivcncss  of  thoi-c  actuated  by  this  motive. 

The  second  motive  is  the  motive  of  economy.  The  economic 
argument  against  unemployment  is  as  unanswerable  as  it  is 
simple.  Ob\iously,  if  vve  could  put  an  end  to  unemployment 
today,  we  should  be  the  gainer  by  the  active  work  of  some  four 
million  workmen.  Estimating  their  average  annual  production 
at  $1250,  this  would  amount  to  a  sum  of  five  billion  dollars, 
nor  would  this  saving,  large  as  it  is,  be  the  only  material  gain. 
"  Ca-canny,"  or  loafing  on  the  job,  is  admittedly  largely  the 
result  of  fear  of  working  oneself  out  of  one's  job.  With  busi- 
ness slack  and  orders  scarce,  it  is  very  human  to  make  one's 
work  last  as  long  as  possible,  and  although  it  is  extremely  hard 
to  gauge  accurately  the  loss  to  the  community  resulting  from 
ca-canny,  it  is  not  unreasonable  to  estimate  this  at  from  five 
to  ten  per  cent.  The  a\erage  production  of  the  country  for  the 
ten  years  1909-18  has  been  $39,000,000,000,  so  that  here  is  an 
additional  saving  of  from  $1,950,000,000  to  $3,900,000,000. 
The  saving  by  the  elimination  of  unemj^loj-ment  would  of 
course  fluctuate  from  year  to  year;  the  saving  from  the  elimi- 
nation of  the  fear  of  joblessness  would  be  constant.  It  is  per- 
fectly evident  that  the  total  saving  would  amount  to  several 
billions  per  annum. 

Although  this  argument  is  quite  generally  accepted  as  sound, 
it  is  doubtful  if  it  alone  is  sufficiently  compelling  to  insure  the 
perse\erance  necessary  to  accomplish  our  end.  A  purely 
economic  argument  is  like  a  dynamo  with  the  current  shut  off. 

If  knowledge  of  sound  economics  were  all  that  was  necessary 
to  insure  human  progress,  we  should  all  be  sending  our  sons 
to  Chinese  Universities.  For  at  least  4000  years  the  Ciiinese 
have  been  pastmasters  at  figuring  and  yet  have  lacked  the 
spiritual  impulse  necessary  to  translate  their  knowledge  into 
achievement. 

Or,  lastly,  we  may  consider  the  question  of  unemployment 
as  a  spiritual  one,  as  a  call  to  serve  our  fellow  man.  This  view- 
point is,  I  believe,  in  harmony  with  the  American  tradition. 
What  is  it  that  we  really  love  and  revere  in  our  country  but 
the  steadfast  desire  to  better  relations  between  man  and  man, 
to  establish  a  social  order  based  on  mutual  consideration  and 
good  will  ?     We  cannot  deny  that  we  have  our  post-war  carpet- 
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bagging  periods,  or  that  to  some  the  material  achievement  of 
America  overshadows  the  spiritual,  and,  yet,  to  the  great 
majority,  our  progress  in  a  material  way  is  the  fruit  of,  indeed 
the  proof  of,  America's  quest  for  brotherhood. 

If  we  accept  this  viewpoint,  we  can,  I  believe,  liave  full 
confidence  that  sooner  or  later  we  will  solve  the  problem.  Just 
what  is  the  problem?  Briefly,  it  is  the  inability  of  from  I  to 
4  million  workmen  to  secure  employment.  This  inability  con- 
stantly threatens  the  health,  the  efficiency,  the  sense  of  inde- 
pendence and  self-respect  not  only  of  these  workmen  but  of 
the  2  to  8  million  who  are  dependent  upon  them  for  support. 

The  non-employment  of  these  workmen  is  of  three  kinds; 
Casual,  as  when  a  few  additional  workers  taken  on  for  a  rush 
job  are  discharged;  seasonal,  as  in  the  coal  trade;  and  cyclic, 
as  experienced  every  ten  years  or  thereabouts. 

Will  unemployment  insurance  tend  to  regularize  industry  as 
far  as  possible,  minimizing  all  three  types  of  unemployment, 
and  will  it  adequately  protect  the  workman  beyond  the  point 
where  regularization  is  possible? 

No  employer  will,  without  very  careful  consideration,  add  to 
his  regular  force  those  whom  he  believes  he  will  have  to  dis- 
charge within  a  short  period,  if  he  has  to  face  the  necessity  of 
paying  them  unemployment  insurance. 

Any  employer  whose  work  is  seasonal,  can  afford  to  make 
very  considerable  sacrifices  in  order  to  regularize  his  industry 
rather  than  to  pay  unemployment  insurance  during  the  dull 
period.  For  example,  a  custom  tailor  will  make  ready-made 
garments  during  the  slack  season  rather  than  pay  wages  to  a 
completely  idle  workman.  A  coal  mine  can  well  afford  to 
make  the  concession  in  price  necessary  to  move  its  product  regu- 
larly during  the  12  months,  rather  than  pay  unemployment 
insurance.  A  railroad  can  much  more  profitably  adjust  its 
rates  on  a  seasonal  basis,  in  order  to  regularize  its  service, 
rather  than  pay  unemployment  insurance  to  idle  men.  This 
list  could  be  extended  indefinitely,  but  I  think  it  is  almost  self- 
evident  that  as  far  as  seasonal  unemployment  is  concerned,  un- 
employment insurance  would  tend  towards  its  minimization. 

With  cyclic  unemployment,  the  question  is  a  little  more 
intricate.  In  coping  with  this  phase  of  the  question,  we  shall 
need  governmental  assistance,  i.  e.,  the  accumulation  of  neces- 
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sary  constructive  projects  during  years  of  active  business,  to  be 
carried  on  during  periods  of  depression.  But  even  in  con- 
nection with  cyclic  unemployment,  insurance  is  bound  to  be  of 
very  great  assistance,  for  it  is  patent  that  the  twelve  or  more 
millions  who  are  today  unemployed  or  depending  on  Uiose  who 
are  unemployed,  are  reducing  their  expenditures  and  thereby 
intensifying  the  degree  of  unemployment  far  more  than  they 
would  be  if  they  were  receiving  half-pay  from  unemployment 
insurance. 

And  again,  one  of  the  chief  causes  of  cyclic  unemployment 
is  the  over-expansion  of  productive  facilities  in  boom  times. 
When  "  the  goose  hangs  high  "  we  manufacturers  arc  tempted 
to  join  it  by  indulging  in  too  much  plant  construction,  but 
anticipation  of  future  charges  for  unemployment  insurance  will 
temper  our  enthusiasm  and  thereby  tend  to  modify  the  severity 
of  cyclic  unemployment. 

So  much  for  the  preventive  influence  of  this  type  of  insur- 
ance. Does  it  really  protect  the  workman  when  unemployed? 
At  three  plants,  the  Rockland  Finishing  Company,  Inc.,  and  the 
Dutchess  Bleachery,  Inc. — both  in  New  York  State — and  the 
Abbeville  Cotton  Mills  (Abbeville,  S.  C),  we  have  set  up  sink- 
ing funds,  out  of  surplus  earnings,  from  which  we  pay  half 
wages  during  unemployment.  I  have  made  repeated  inquiries 
at  the  two  New  York  plants,  as  to  whether  the  protection  af- 
forded was  adequate,  and  have  yet  to  hear  an  adverse  opinion. 
A  letter  received  from  a  member  of  the  Board  of  Operatives 
replying  to  my  inquiry  on  this  subect  is  so  pertinent  that  it 
may  well  be  quoted  : 

A/ 3/  dear  Mr.  Hatch: 

As  an  operative  who  haa  been  employed  for  a  number  of  years  by  thi^i 
Company,  I  would  like  to  make  the  following  statement  in  appreciation  of 
the  Sinking  l\ind. 

During  the  depression  in  the  ye.-^r  1S94,  each  employee's  income  was 
entirely  cut  oflf  and  they  were  dependent  entirely  upon  the  merchant* 
throughout  Crarncrville  and  Haverstraw  Village.  At  that  time  the  system 
of  paying  help  waa  two  four-week  pays  and  then  a  five-week  pay.  Oj>eri- 
tiree  were  carried  along  by  business  men,  most  all  being  done  on  credit. 

At  that  time  most  of  the  families  became  so  deeply  in  debt  that  it  took 
them  years  of  rigid  economy  to  square  their  accounts.  The  merchants 
extending  credits  saved  many  of  our  people  from  real  hardships. 

The  period  of  eight  weeks'  depression  through  which  we  are  now  pass- 
ing,  presents  none  of  the   foregoing  conditions,  owing  to  the  working   of 
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the  Sinking  Fund  which  was  sot  aside  bj  the  Board  of  Management, 
whereby  each  employee  receives  one-half  of  his  regular  pay  each  week  a» 
long  aa  the  fund  lasts. 

On  every  hand  we  hear  our  operatives  praising  the  foresight  of  the 
Management  in  creating  this  fund  which  has  taken  the  hardships  out 
of  the  present  period  of  depression. 

Very    truly   yours, 
(Signed)        Bernard  McGovern. 
Member  Local  Union  No.  776,  Folders  Protective 
Association,  West  Haverstraw,  N.  Y. 

This  was  written  some  time  ago,  but  I  checked  Mr.  McGovern's 
opinion  recently  and  he  tells  me  that  he  still  considers  that  un- 
employment insurance  is  the  finest  thing  that  ever  happened  at 
the  plant.  Bankers  tell  me  that  there  have  been  no  unusual 
withdrawals  of  savings  on  the  part  of  operatives  at  either  of 
these  plants,  nor  have  merchants  been  called  upon  to  extend 
unusual  amounts  of  credit. 

The  cost  of  this  insurance  at  the  Rockland  Finishing  Com- 
pany, Inc.,  since  January  i,  1920,  has  been  4.516%  of  the  pay- 
roll. The  cost  at  the  Dutchess  Bleachery,  Inc.,  for  the  same 
period,  has  been  1.539%  ^^  ^^e  payroll.  Both  of  these  per- 
centages, in  my  opinion,  may  be  regarded  as  maxima,  on  ac- 
count of  the  general  depression  in  the  textile  trade.  As  far  as 
the  community  at  large  is  concerned,  there  is  of  course  no  net 
cost,  merely  a  transfer  of  funds. 

I  believe  that  as  far  as  the  companies,  themselves,  are  con- 
cerned, even  if  they  should  pay  the  entire  unemployment  in- 
surance, there  would  be  no  financial  loss  not  compensated  for 
by  the  increased  efficiency  of  their  employees. 

I  regret  that  it  is  impossible  to  defend  this  belief  by  giving 
a  definite  percentage  of  increase  of  production  due  to  insurance. 
Other  factors  have  been  very  influential  in  improving  our 
production  per  man-hour  and  must  share  the  credit  with  un- 
employment insurance.     These  factors  are: 

1.  Our  democratic  form  of  control  under  which  all  matters  of 
mill  management  are  decided  by  a  joint  board,  composed 
half  of  employee  representatives  and  half  of  owner 
representatives. 

2.  Profit-sharing. 

3.  Changes  in  working  conditions,  notably  a  reduction  in 
hours  to  a  48-hour  basis. 
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4.  A  wider  diffusion  of  knowledge  about  the  companies' 
affairs. 

At  the  Dutchess  Bleacher)',  Inc.  the  character  of  our  work 
varies  little  from  year  to  j'car  so  that  we  can  readily  compare 
our  j)roduction  records.  Since  1917,  our  production  per  man 
hour  has  increased  30%,  due  to  the  increased  efficiency  of  our 
employees.  I  believe  that  the  insurance  factor  is  responsible 
for  enough  of  this  increase  to  cover  its  cost. 

Disregarding  any  compensating  results,  is  the  cost  of  this 
insurance  at  all  prohibitive?  It  does  not  seem  to  be  so  con- 
sidered in  Denmark,  Germany  or  England. 

Can  America  afford  to  disregard  this  investment?  Where 
shall  we  find  a  saner  remedy  for  the  menace  of  unemployment? 
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EXECUTIVE  LEADERSHIP  AND  PERSONNEL  WORK 
IN  PUBLIC  SERVICE  CORPORATIONS 

E.  K.  HALL 
Vice  President,  American  Teleplione  and  Telegraph  Company 

1TAKE  it  that  the  objectives  in  personnel  work  in  any  in- 
dustry or  in  any  concern,  are  to  secure  the  maximum 
cooperation  and  interest  of  the  human  element  in  the 
success  of  the  business.  But  while  we  are  working  toward  the 
same  objective  the  ways  in  which  we  arrive  at  our  objectives 
differ  in  every  business. 

The  problem  in  public  utilities  differs  in  many  respects  from 
the  problem  in  ordinary  private  business  concerns.  Even 
among  the  utilities  themselves,  the  problem  presents  various 
aspects.  Power,  light  and  gas  companies  have  the  simplest 
problem  of  all  because  of  the  smaller  number  of  employees. 
The  street  railway  business  presents  phases  peculiar  to  itself. 
The  railroad  problem  is  too  important  and  too  complex  for 
me  to  discuss  at  this  time.  In  this  brief  presentation  of  the 
subject,  I  shall  discuss  some  of  the  problems  of  the  telephone 
company,  because  I  happen  to  be  more  familiar  witK  the 
telephone  problems  than  with  those  of  any  other  utility.  To 
some  degree,  at  least,  these  problems  will  be  typical  for  public 
service  corporations. 

Your  attention  should  first  be  directed  to  some  of  the  re- 
spects in  which  the  telephone  problem  differs  very  much  from 
the  problems  of  some  other  business  concerns. 

Telephone  employment  is  relatively  permanent  and  relatively 
regular.  That  is  in  our  favor.  We  use  a  very  large  force  of 
trained  men  and  women  with  comparatively  little  unskilled 
labor.  That  is  also  in  our  favor.  It  simplifies  the  problem. 
Most  of  the  public  utilities,  are  more  or  less  regulated  mono- 
polies and  are  not  forced  to  cope  with  the  very  difficult  phases 
of  the  personnel  problem  which  Mr.  Seger  *  and  a  great  many 
others  find  in  competitive  business. 

1  i3ee  I>age0,  544-6. 
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On  the  other  liantl,  telephone  employees  are  not  grouped  in 
any  one  place  and  consequently  it  is  difficult  to  reach  them. 
They  are  scattered  throughout  city,  state,  and  country.  Be- 
cause of  this  and  the  necessity  of  maintaining  a  24-hour  service, 
it  is  impossible  to  assemble  the  men  or  women  of  any  one  de- 
partment at  one  time.     That  is  a  disadvantage. 

Every  man  who  has  telephone  service  in  New  York  City 
has  on  his  desk  in  his  telephone  instrument  a  part  of  our  plant 
but  he  knows  nothing  of  the  rest  of  the  plant  or  of  the  men 
and  women  who  are  necessar}'  to  keep  it  in  operation.  He 
simply  sees  that  little  instrument  on  his  desk  which  enables 
him  at  any  time  of  the  day  or  night  to  ask  for  a  special 
speaking  track  of  two  wires  to  be  set  up  for  his  personal  use 
to  any  one  of  eight  or  nine  hundred  thousand  similar  stations. 
There  are  about  eight  hundred  thousand  combinations  of  speak- 
ing tracks  ready  and  available  in  New  York  Cit\'  for  any  in- 
dividual who  has  that  little  instrument  on  his  desk.  If  one  in- 
dividual has  eight  hundred  thousand  combinations  ready  to  be 
set  up  at  a  signal  to  the  operator,  it  follows  that  there  are  eight 
hundred  thousand  times  as  many  possible  combinations — which 
means  something  like  six  hundred  and  forty  billion  combin- 
ations of  speaking  tracks  with  switches,  signals  and  apparatus 
to  operate  them,  available  for  immediate  use  at  this  moment 
in  New  York  City. 

One  can  readily  appreciate  that  an  extended  personnel  is 
required  to  maintain,  protect,  repair,  build,  construct  and  ex- 
tend the  operation  of  this  plant.  The  men  in  our  forces  are 
scattered  as  they  are  in  no  other  business  that  has  come  to 
my  attention. 

There  is  another  phase  in  which  our  business  or  our  problem 
is  different  from  that  of  the  private  concern.  In  our  business 
or  in  the  public  utilities  business,  there  is  no  "  profit "  as 
"  profit  "  is  ordinarily  known.  There  should  be  reasonable  and 
steady  return  to  investors  and  a  reasonable  surplus,  and  that 
is  all.  Therefore,  there  is  not  the  slack  in  the  business  to  meet 
a  quickly  changing  market  or  to  meet  a  quickly  changing  em- 
ployment or  labor  situation  which  a  great  many  private  con- 
cerns have. 

Another  phase  which  is  exceedingly  important  in  the  tele- 
phone business,  is  this:  one  of  the  greatest  incentives  to  any 
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worker  is  that  somebody  occasionally  approves  of  the  work  he 
is  doing,  either  directly  or  indirectly.  In  our  business  such 
appreciation  is  comparatively  rare  because  the  employees  who 
serve  the  people  are  usually  invisible  even  when  they  come  in 
direct  contact  with  them.  In  a  small  town  the  relationship  is 
likely  to  be  more  neighborly  but  in  the  larger  cities  our  people 
are  often  subjected  to  criticism,  much  of  which  is  unwarranted, 
and  seldom  get  any  expression  of  approval  from  those  whom 
they  are  really  serving.     That  is  no  small  item  in  our  problem. 

Again,  by  the  varied  nature  of  the  business,  any  public 
utilities  work  is  highly  specialized,  and  where  the  plants  are 
scattered  there  must  be  an  unusually  large  number  of  super- 
visory officials.  It  is  impossible  to  work  with  one  or  two 
supervisory  officials  between  the  forces  and  the  management. 
It  means  vice-presidents,  general  managers,  general  superin- 
tendents, division  superintendents,  district  managers,  local 
managers,  and  frequently  several  classes  of  foremen  and  as- 
sistant foremen.  These  supervisors  in  turn  are  spread  all  over 
the  territory  and  the  establishment  of  frequent  contacts  is  com- 
paratively difficult. 

Anyone  who  has  worked  with  or  studied  this  problem  knows 
that  one  of  the  points  of  resistance,  one  of  the  difficult  spots, 
is  always  in  the  line  of  supervisory  officials,  generally  in  the 
supervisory  officals  close  down  to  the  men.  It  is  obvious, 
therefore,  that  any  business,  the  nature  of  which  makes  an  un- 
usually large  number  of  supervisory  officials  necessary,  will 
have  to  deal  with  an  unusually  difficult  personnel  problem. 

Cooperation  of  the  human  elements  in  industry  is  what  we 
are  striving  for.  Why  do  we  fail  to  achieve  it?  Men  will  not 
cooperate  unless  they  want  to  cooperate.  The  personnel  man- 
ager's job  is  to  make  them  wish  to  work  together  and  with  the 
management,  in  the  interests  of  the  whole  industry  of  which 
they  are  a  part.  It  is  more  fun  to  work  with  one's  associates 
than  against  them — more  fun  to  be  a  help  than  a  drag  to  the 
team.  Why  is  it  then,  that  so  many  men  do  not  crave — do  not 
want — to  cooperate  with  the  management?  What  is  it  we  are 
trying  to  prevent  or  to  eliminate? 

Ask  any  worker  about  the  cause  of  industrial  unrest!  What 
is  the  answer?  Almost  everyone  will  reply  that  he  wants  a  fair 
deal.     What  is  a  fair  deal?     Too  many  of  them  will  tell  you 
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that  it  is  more  money  or  less  work.  If  that  is  a  fair  deal,  I 
think  we  have  reason  to  feel  anxious  about  the  economic  future. 
I  think  most  of  us  who  are  studying  the  question  are  coming  to 
the  conclusion  that  fair  treatment  means  more  than  just  wages 
and  just  working  conditions.  It  means  some  real  recognized 
status  in  the  industry.  Too  many  jobs  have  lost  the  status  that 
their  imjjortance  warrants.  Many  more  are  so  set  up  that  there 
is  no  status  there.  Their  work  is  so  specialized  and  they  work 
in  such  large  groups  that  they  feel  that  they  are  all  lost  in  the 
shuffle. 

Furthermore,  this  country  is  menaced  by  the  continual  talk 
in  the  press  and  elsewhere  about  classes.  We  hear  about  the 
wealthy  classes,  the  social  classes,  the  educated  classes,  the 
privileged  class,  ad  infinitum.  The  workers  feel  that  they  are 
never  going  to  get  into  those  classes;  that  their  only  chance  to 
move  up  in  the  world,  to  get  recognized  as  a  j)art  of  it,  is 
through  their  connection  with  their  industry-  and  if  they  can- 
not get  any  real  status  there,  if  they  cannot  get  into  the  world 
movement  through  their  own  jobs  and  through  their  industrial 
relations,  they  are  out  of  it.  Too  many  of  their  so-called  lead- 
ers tell  them  that,  as  industrial  workers,  they  belong  to  one  of 
the  lower  classes  and  that  they  never  can  get  beyond  a  certain 
point  and  even  if  they  could  they  are  not  going  to  be  allowed 
to  do  it. 

W'e  are  trying  in  our  industry  to  abolish  class  feeling.  We 
are  trying  to  give  our  people,  down  to  the  humblest  employee, 
a  real  status  in  the  industry.  We  are  tr>'ing  to  share  with  each 
employee  the  interesting  problems  of  the  business  and  make  him 
realize  he  has  some  part  in  working  out  the  solution. 

We  are  also  doing  what  many  other  concerns  are  doing, 
namely,  giving  the  employees  an  opportunity  to  have  a  financial 
interest  in  the  business.  We  cannot  do  it  through  profit- 
sharing  because  our  companies  are  public  utilities,  they  have 
no  profits  to  divide,  but  we  can  give  the  employees  a  chance  to 
be  part-owners  of  the  business  and  today  we  have  approxi- 
mately 100,000  employee  stockholders,  actual  and  prospective 
(by  prospective  I  mean  those  who  are  paying  for  stock).  That 
is  a  little  more  than  thirty-eight  per  cent  of  our  whole  force  and 
nearly  fifty  per  cent  of  those  eligible  to  become  stockholders. 
They  will  own  or  have  an  interest  in  the  business  of  approxi- 
mately forty-five  million  dollars. 
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We  are  trying  to  create  a  vital  interest  in  the  work  itself, 
by  educating  the  employees  and  giving  them  every  opportunity 
to  learn  and  study  the  economics  of  the  business,  the  relation  of 
wages  to  production,  and  by  giving  them  the  general  policies  of 
the  company  and  the  reasons  for  these  policies. 

We  are  trying  intensively  to  make  our  employees  feel  that 
they  are  a  recognized  part  of  the  company.  By  way  of  illustra- 
tion, I  can  quote  one  man  in  our  plan  who  about  eight  or  nine 
months  ago  made  this  statement: 

"  I  have  been  with  this  company  for  seven  years.  Up  to 
about  a  year  and  a  half  ago,  I  always  felt  that  I  was  a  servant 
of  the  family.  Today  I  feel  that  I  am  a  real  honest-to-goodness 
member  of  the  family  and  that  I  can  sit  down  at  the  same  table 
with  the  rest  of  the  family." 

That  is  what  we  are  trying  to  make  our  employees  under- 
stand. Our  organization  chart  is  to  show  them  how  the  re- 
sponsibilities of  a  very  complex  business  have  been  sorted  out 
and  assigned.  We  are  carrying  our  organization  chart,  in  some 
companies,  clear  down  through  to  the  last  man,  even  to  the 
janitor  in  the  stockroom. 

We  are  trying  to  make  our  employees  feel  that  there  Is  one 
common  responsibility  for  the  president,  the  janitor,  the  oper- 
ator, the  lineman,  the  trouble  man,  the  chief  operator,  the  ac- 
countant, the  clerk,  the  engineer  and  everyone  else  in  the  whole 
outfit;  that  there  is  one  common  motive — the  obligation  and 
devotion  to  public  service.  The  way  the  men  and  women  re- 
spond to  that  suggestion  is  one  of  the  most  heartening  things 
I  have  ever  known. 

There  is  a  little  story  which  will  illustrate  exactly  what 
I  am  trying  to  say  much  better  than  I  can  say  it.  There  were 
three  men  cutting  stone  in  the  yard  of  a  great  cathedral  which 
was  about  two-thirds  constructed.  A  man  came  along  and 
asked  the  first  workman  what  he  was  doing.  The  workman 
replied,  "  I  am  working  for  $5.75  a  day."  He  asked  the  next 
man  what  he  was  doing.  He  said,  "  I  am  trying  to  square  this 
stone  off."  Then  he  asked  .the  third  man  what  he  was  trying 
to  do.  The  third  man  replied,  "  Do  you  see  that?  "  pointing 
to  the  partly  finished  cathedral  "  I  am  helping  to  build  that 
cathedral." 

That  is  what  we  are  trying  to  do.     We  are  trying  to  make 
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every  employee  in  our  company  feel  that  he  has  a  real  intensive 
part  to  play  in  building  up  the  good  name,  the  success  and  the 
financial  integrity  of  a  great  institution  devoted  to  j)ublic 
service. 

The  question  naturally  arises,  as  to  what  agency  we  utilize 
to  cultivate  this  sense  of  solidarity.  It  is  being  done,  not 
through  any  personnel  department,  or  any  other  special  bureau, 
but  by  the  authorities  responsible  for  the  management  of  each 
phase  of  the  business. 

Personnel  work  must  not  be  allowed  to  become  the  property 
of  a  staff  Santa  Claus.  It  must  be  done  by  the  people  who 
are  carrying  the  responsibilities  of  management.  The  men 
and  women  in  the  rank  and  file  must  be  lifted  up  to  a  higher 
plane  of  understanding  and  respyonsibility  and  the  men  and 
women  who  are  their  immediate  bosses  are  the  ones  who  must 
lift  them.  It  cannot  be  done  by  someone  who  comes  around 
on  the  side.  The  e.xecutive  officers  of  a  company  must  rally 
the  supervisory  forces  to  do  that  work  and  must  educate  and 
inspire  them  to  it.  The  supervisory  forces  are  likely  to  object 
at  first  because  it  may  appear  to  take  away  some  of  their  au- 
thority and  to  jeopardize  their  prestige  with  their  subordinates. 
When  they  really  get  the  whole  picture,  however,  they  are  con- 
vinced that  it  means  more  responsibility  and  more  prestige  for 
themselves  and  a  better  relationship  throughout  the  organiza- 
tion. This  calls  for  the  \cry  highest  type  of  executive  and 
supervisory  leadership. 
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(The  following  exoerpts  are  taken  from  the  discussion  which  ensued  after 
the  reading  of  the  foregoing  papers. — Ed.) 

OWEN    D.    YOUNG 
Vice-President,  General  Electric  Oompanj 

Shortly  before  leaving  for  Eiirope  a  few  months  ago,  I  joined  in 
a  report  of  the  Merchants  Association  of  New  York  in  which  the 
problem  of  unemployment  was  discussed.  I  then  felt  that  that  re- 
port threw  some  light,  perhaps,  on  the  situation  and  was  a  first  step 
in  the  right  path.  My  observations  of  what  is  going  on  in  Germany 
made  only  a  few  weeks  ago,  my  observations  of  what  is  going  on  in 
England  in  particular,  have  again  raised  new  questions  in  my  mind 
as  to  what  we  can  properly  do  in  the  matter  of  making  provision 
against  involuntary  unemployment. 

Some  of  the  employers  of  England  say  that  America  has  met  this 
problem  wisely  by  forcing  the  individuals  to  look  after  themselves. 
The  individual  must  face  the  question  of  saving  against  his  inability 
to  earn,  whether  it  be  the  result  of  the  vicissitudes  of  his  employ- 
ment, over  which  he  has  no  control,  or  the  result  of  personal  dis- 
ability.    They  say  that  that  is  the  strength  of  America. 

I  believe  in  providing  some  measures  of  relief  against  the  hard- 
ships of  unemployment  and  particularly  I  believe  in  removing  the 
threat  of  unemployment  from  the  great  mass  of  workers  of  the 
country,  but  I  think  we  must  be  careful  in  applying  the  remedy  not 
to  go  too  far  and  make  it  impossible  to  readjust  the  levels  in  periods 
of  depression  so  as  to  enable  the  products  of  a  particular  country 
to  meet  competition  in  the  markets  of  the  world. 

Again,  I  hope  that  the  employers  of  this  country  will  find  the 
solution  of  this  matter  of  involtmtary  unemployment  themselves  and 
that  they  will  not  postpone  it  so  long  that  society,  through  state 
action,  will  attempt  to  find  a  remedy.  In  my  judgment,  state  inter- 
vention would  be  disastrous  to  employers. 

It  will  be  necessary  for  the  American  manager  to  do  something 
more  than  instruct  his  employee  in  a  specific  job.  It  is  not  enough 
to  know  merely  how  to  operate  a  boring  machine  or  how  to  stamp 
out  a  piece  of  metal.  It  is  important  that  a  man  also  know,  in  addi- 
tion to  his  technical  or  specific  knowledge,  that  the  piece  of  metal  is 
perhaps  going  into  some  great  machine,  the  destiny  of  which  is  to 
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play  an  important  part  in  civilization.  I  have  asked  this  question 
often:  How  much  more  interesting  does  a  piece  of  metal  look  under 
a  stamping  machine  if  you  know  it  is  going  into  a  great  generator 
which  will  take  the  power  of  Niagara  Falls  and  convert  it  into  trans- 
missible energy  for  the  use  of  vast  numbers  of  people? 

SIDXF.V    BI.UMF.NTHAL 
The  Shelton  Looms,  Siilnoy  Blumenihal  and  Companj 

As  a  result  of  the  tremendous  expansion  of  industry,  the  oppor- 
tunity for  individual  contact  between  employer  and  employee  has 
been  lost.  It  is  necessary  to  find  a  substitute  for  that  personal 
contact  which  in  the  early  days  of  industrial  activity  was  possible 
between  the  heads  and  managers  of  institutions  and  the  employees  of 
those  institutions. 

My  contention  is  that  education  for  the  worker  has  not  stopped 
but  has  only  commenced.  When  he  takes  up  his  job,  he  first  needs  to 
be  informed  as  to  the  job  itself.  Then  he  has  to  be  informed  as  to 
its  relations  with  other  jobs,  and  then  as  to  the  relation  of  all  the 
jobs  to  the  common  good.  It  is  only  by  this  means  that  the  interest 
of  the  worker  in  the  particular  job  he  does  may  be  vastly  enhanced. 
But  on  the  part  of  a  man  in  a  well-known  automobile  plant,  sitting 
all  day  at  a  job  and  putting  in  bolt  No.  32,  it  requires  a  very  large 
amount  of  individual  imagination  to  consider  all  the  possibilities  of 
transportation  for  which  that  particular  automobile  is  going  to  be 
utilized.  The  fact  is  that  while  industry  is  constantly  being  bent  in 
the  direction  of  solving  these  problems,  it  has  taken  a  less  personal 
form  as  a  result  of  the  invention  of  machinery.  It  will  be  necessary, 
for  a  long  time  to  come,  to  have  a  certain  element  of  drudgery  in  the 
construction  of  the  many  things  which  are  necessary  to  our  civiliza- 
tion. What  is  there  left  the  men  .compelled  to  earn  their  daily 
bread  by  performing  such  drudgery? 

We  are  working,  all  of  us,  not  only  towards  stabilization  of  in- 
dustry but  for  the  achievement  of  a  greater  output  in  shorter  time. 
Men  and  women  are  trying  to  earn  more  money  and  they  are  trying 
to  do  it  in  less  time.  The  average  labor  leader  has  only  these  two 
things  to  ofTer:  more  money  in  the  pay  envelope  and  sliortcr  hours. 
If  we  can  get  into  the  minds  of  the  men  and  women  in  our  plants 
the  idea  that  they  must  submit  for  a  time,  if  necessary,  to  even  the 
most  deadening  form  of  work,  we  can  still  increase  their  hope  by 
giving  them  some  ideas  as  to  how  they  can  fit  themselves  after  hours 
for  better  citizenship  and  for  better  relations  with  the  community  and 
also  how  they  may  increase  their  capacity  and  fit  themselves  for  other 
things. 
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Now,  there  are  many  ways  of  accomplishing  this,  but  I  believe 
there  is  none  so  potent  and  so  available  as  the  provision  of  oppor- 
tunity for  personal  contact  between  managers  and  the  men. 

In  our  little  institution  we  have  about  seventeen  hundred  workers 
employed  at  the  present  time.  Late  in  1916  or  early  in  1917  we 
began  by  inviting  cooperation.  The  result  was  a  great  contribution 
to  the  establishment  of  the  confidence  which  is  the  cornerstone  of  the 
successful  conduct  of  industry  today.  Great  stress  must  be  laid  on 
the  character  of  the  men  who  are  guiding  and  leading  this  form  of 
employment.  Somewhere  Carlyle  has  said  that  in  dealing  with  par- 
ties, get  the  right  man  at  the  head  and  then  it  does  not  matter  which 
party  you  follow.  There  is  possibly  something  in  that  statement 
which  is  open  to  discussion.  But  no  matter  whether  you  call  the 
method  Collective  Bargaining,  Industrial  Democracy,  Unionism,  or 
by  any  other  term,  get  the  right  leadership  to  build  up  a  relationship 
which  will  enlarge  the  vision  of  the  men  and  women  connected  with 
the  industry,  and  then  you  will  have  their  cooperation. 

It  is  not  only  the  workingman  who  must  cut  the  stones  to  rear  the 
cathedral,  so  well  referred  to  by  Mr.  Hall.  The  employer  can  mold 
his  employee — if  he  has  the  inspiration — just  as  Michelangelo  ani- 
mated the  dull  block  of  Carrara  marble  with  the  grandeur  and 
beauty  of  a  fine  aspiration  and  the  hope  of  the  future  as  visualized 
by  the  prophet. 

C.    J.    HICKS 
Executive  Assistant  to  the  President,  Standard  Oil  Company  of  New  Jersey 

It  has  been  said  that  the  employer  must  be  "  fair  "  and  must  be 
ready  to  give  a  "  fair  deal  ",  in  order  to  secure  the  cooperation  of 
the  employees.  There  is  one  difficulty  in  this.  Every  employer  in  this 
country,  if  you  talk  with  him,  will  say  that  he  is  doing  what  is  fair 
to  his  employees,  and  he  means  it.  The  definition  of  what  is  fair  is 
a  very  difficult  one  to  determine,  and  so  far  as  the  company  which  I 
am  identified  with  is  concerned,  they  decided  some  years  ago  that  the 
way  to  find  out  what  is  fair  is  to  give  the  employees  an  opportunity 
to  help  decide  what  is  fair. 

Out  of  that  decision  grew  the  invitation  to  the  employees  to  elect 
representatives,  and  out  of  that,  in  turn,  grew  our  joint  conference. 
For  three  years  we  have  had  group's  of  employees'  representatives  and 
management  representatives  sitting  down  together,  in  all  sections  of 
this  country,  discussing  what  is  fair,  not  only  as  to  particular  em- 
ployees and  their  grievances,  but  as  to  wages  and  hours  of  work  and 
all  the  fundamental  things  in  which  the  employee  is  interested. 

There  are  many  employers  who  are  very  skeptical  as  to  whether  it 
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is  safe  and  wise  to  invite  that  sort  of  consultation.  We  believe  that 
it  is.  We  believe  that  instead  of  merely  experimenting  in  its  opera- 
tion, we  have  demonstrated  it,  although  several  years  more  will  be 
needed  before  many  employers  will  believe  that  you  can  trust  the 
American  workman  to  select  representatives  with  whom  one  can 
iifford  to  do  business. 

The  following  incident  will  serve  as  an  illustration  of  our  experi- 
ence. A  short  time  ago  at  one  of  our  refineries  we  had  some  diffi- 
culty with  a  group  of  boiler-makers  as  to  what  might  be  considered  a 
fair  day's  work.  They  were  not  doing  a  fair  day's  work,  and  when 
the  foreman  attempted  to  prescribe  a  fair  day's  work  they  resented  it. 
The  elected  representatives  of  those  men  went  on  the  job  and  drove 
rivets  to  establish  what  was  a  fair  day's  work.  It  was  a  little  larger 
than  what  our  foreman  had  prescribed  and  more  than  the  amount 
of  work  the  men  had  been  doing.  Inasmuch  as  those  men  were 
elected  representatives  of  the  employees,  the  latter  were  bound  to 
accept  and  did  accept  their  judgment  as  to  what  should  constitute  a 
minimum  day's  work. 

I  could  give  many  such  illustrations  to  prove  that  you  can  afford 
to  allow  representatives  of  the  workmen  help  you  decide  what  is 
fair,  and  then  you  will  surely  get  cooperation. 
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STANDARDIZATION  AND  COOPERATION  IN  THE 
PRINTING  INDUSTRY 

MATTHEW  WOLL 
President,  International  Photo-Engravere '  Union,  Chicago,  Illinois 

THE  object  of  the  labor  movement  is  to  secure  the  con- 
ditions of  good  life  for  the  workers  and  the  safeguard- 
ing of  the  industr)'^  upon  which  they  are  dependent. 

A  good  life  does  not  mean  simply  security',  as  many  of  the 
defenders  of  the  existing  system  profess,  or  higher  wages  for 
doing  work  which  requires  no  initiative  or  brain  power,  as 
exponents  of  scientific  management  advocate,  or  good  condi- 
tions in  the  worker's  leisure  hours,  as  some  social  reformers 
believe.  A  good  life  for  the  workers  requires  also  that  there 
must  be  something  worth  while  about  the  active  work  in  which 
men  spend  their  time  and  energies. 

The  purpose  and  objective  of  industry  are  regarded  by  the 
workers  as  means  not  to  enable  people  to  get  rich  but  to  supply 
the  community  with  what  it  needs,  to  develop  good  will  and  to 
inculcate  the  spirit  of  cooperation  and  mutual  helpfulness. 
There  is  no  difference  between  the  trades  and  professions  in 
this  respect,  or  between  brain  power  and  manual  work,  or  be- 
tween the  service  rendered  to  the  public  in  politics  and  ia 
industry. 

Politics  and  industry  should  resemble  one  another  not  only 
in  their  objective  but  in  their  methods  of  approach.  In  both 
the  question  arises :  On  what  principle  is  the  particular  under- 
taking to  be  organized?  In  politics  this  is  called  a  constitu- 
tional problem  and  is  solved  by  democratic  methods.  In  in- 
dustry it  is  called  the  problem  of  management  and  is  carried  on 
at  present  very  largely  upon  the  principles  of  autocracy.  The 
rulers  in  industry  are  not  responsible  to  the  ruled.  The  in- 
centive is  not  public  service  but  selfish  gain.  The  strong  domi- 
nate the  weak  and  the  rich  exploit  the  poor.  Great  progress, 
however,  has  been  made  in  substituting  the  principle  of  "  live 
and  let  live,"  and  our  competitive  point  of  view  is  destined 
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ultimately  to  give  way  to  the  cooperative  method  of  industrial 
enterprise. 

The  problem  of  industrial  management  reached  an  acute 
^tagc  during  the  world  war.  Under  the  terrific  pressure  of 
war,  labor  and  capital  reached  a  new  understanding.  Under 
these  stressed  circumstances  it  became  evident  that  the  true 
!inc  of  development  is  to  associate  the  workers  more  closely 
with  management  and  thus  unconsciously  enter  a  path  of  in- 
dustrial cooperation  in  promoting  the  public  good  and  in 
serving  human  ends. 

While  the  industrial  horizon  is  clouded  at  present  and  labor 
and  capital  are  engaged  in  what  some  choose  to  term  a  life- 
and-death  struggle,  the  experiences  gained  and  sound  judg- 
ments formed  in  more  temperate  circumstances  are  bound  ulti- 
mately to  survive.  When  the  present  industrial  confusion, 
disorder  and  conflict  have  passed,  there  will  arise  a  new  day 
and  we  shall  then  look  upon  our  present  competitive  industrial 
order  as  a  black  page  in  the  history  of  the  world's  industrial 
development. 

All  thoughtful  and  unbiased  students  of  industrial  problems 
have  come  to  realize  that  the  spirit  and  principles  of  cooper- 
ation are  destined  to  sweep  aside  our  competitive  notions  and 
tiiat  new  standards  must  be  accepted  in  determining  industrial 
relations  and  evaluating  the  results  of  industrial  enterprise. 

It  has  become  clear  that  wherever  labor  is  permitted  to  take 
part  in  the  management  of  industr}%  where  employers  and 
employees  have  become  a  cooperative  force,  confusion,  antago- 
nism and  strife  in  the  division  for  the  rewards  of  industr\ 
have  been  largel\-  reduced,  if  not  totally  removed,  and  the 
public  has  been  served  to  greater  advantage. 

Even  the  most  bitter  enemy  of  organized  labor  will  readily 
concede  that  the  organized  wage-earners  are  equally  powerful 
to  benefit  or  to  injure  organized  capital  and  organized  industry'. 
Experience  demonstrates  that  organized  wage-earners  present 
a  new  force  in  industr}'-  without  consideration  of  which  many 
of  the  present-day  problems  cannot  be  solved  successfully.  No 
other  agency  so  cflfectually  equalizes  the  value  of  production, 
and  equalization  in  itself  removes  one  of  the  most  vital  factors 
making  for  unfair  wages  and  prices — the  cause  of  so  many 
human  derelicts  and  business  failures. 
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Previous  to  the  war  the  photo-engravers  of  the  United  States 
and  Canada,  one  of  the  divisions  of  the  printing  industry, 
experienced  such  a  condition  of  affairs.  Competition  in  busi- 
ness was  unfair,  prices  were  steadily  declining,  the  cost  of 
production  was  increasing  and  there  was  a  complete  absence 
of  standardized  methods  of  estimating  the  service  rendered. 
Business  failure  appeared  as  the  unescapable  path  for  the 
industry. 

Fortunately,  the  workers  were  well  organized  and  efficiently 
disciplined  in  cooperative  methods.  In  desperation  the  em- 
ployers finally  appealed  to  this  organized  force  for  the  cor- 
rection of  evils  they  themselves  were  unable  to  cope  with.  The 
workmen  responded.  One  of  the  first  .standards  adopted  and 
enforced  was  the  requirement  that  all  employers  be  obligated 
to  associate  themselves  into  local  photo-engravers'  associations. 
This  was  enforced  by  the  refusal  of  the  photo- engravers'  unions, 
thereafter,  to  enter  into  agreements  with  individual  employers. 

With  complete  organization  effected  on  the  part  of  both 
employers  and  workmen,  a  joint  investigation  was  conducted 
into  the  cost  of  producing  photo-engravings.  A  chart  was 
prepared,  based  upon  the  findings  of  this  cost  investigation. 
The  chart  served  as  a  basis  upon  which  to  estimate  the  value 
of  the  service  rendered.  But  the  employers  found  them- 
selves helpless  to  enforce  this  radical  departure.  Again  the 
Photo-Engravers'  Union  undertook  the  enforcement  of  this 
standard  by  declining  to  permit  its  members  to  do  work  for  any 
employer  who  would  disregard  this  essential  trade  standard. 
By  this  method  of  cooperation  a  trade  standard  was  established 
in  the  industry,  in  a  few  months'  time — a  task  which  employers 
of  themselves  had  failed  to  accomplish  for  years.  Instead  of 
facing  bankruptcy  the  industry  was  now  placed  on  a  stable  and 
prosperous  basis. 

Though  much  prominence  has  been  given  these  cooperative 
activities  and  erroneous  conceptions  have  been  widely  dissemi- 
nated in  an  effort  to  destroy  these  standards,  when  subjected  to 
legal  review  and  judged  by  competent  judicial  authorities  they 
were  found  not  only  legal  but  lawful,  in  that  by  their  enforce- 
ment peace  and  harmony  replaced  strife  and  chaos. 

Then,  too,  the  interest  of  the  public  was  being  better  served 
by  these  standards.      Unfair  trade  practices  were  discouraged, 
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all  purchasers  of  plioto-cngravings  ucrc  jilaced  on  an  equal 
plane  and  prices  were  no  longer  determined  by  vicious  com- 
petitive practices  and  underselling  methods  which  had  no  rela- 
tion to  or  regard  for  costs  of  j)roduction  or  the  safeguarding 
of  the  industry-;  the  prices  thereafter  were  determined  on  the 
modern  businesslike  basis  of  cost  of  production. 

The  Photo-Kngravers'  Union  has  since  advanced  a  step 
further.  It  is  at  present  giving  full  enforcement  to  the  de- 
cisions of  the  Federal  Trade  Commi.ssion,  defining  unfair  com- 
petitive practices  which  arc  prohibited  under  the  terms  of  the 
Sherman  and  Clayton  Anti-Trust  laws. 

Following  these  experiences  of  cooperative  enterprise  there 
was  founded  the  Photo-Engravers'  Joint  Industrial  Council, 
comprising  five  representatives  of  tlie  International  Photo- En- 
gravers' Union  and  five  representatives  of  the  American  Photo- 
Engravers'  Association.  The  constitution  adopted  ably  sets 
forth  the  objecti\-e  of  this  organization  in  that  it  j)rovides: 

The  groat  taiik  of  modem  industrial  enterprise  is  to  develop  an  entirely- 
new  system  of  industrial  control  and  management  and  to  bring  into  s 
mutual  and  helpful  cooperation  all  employers  and  employees  through  their 
respective  local,  national  and  international  asaociations. 

Only  through  the  spirit  of  mutual  helpfulness  between  employers  and 
employees  collectively  and  the  unification  and  organization  of  the  entire 
industry  can  the  foundation  be  laid  for  a  stable  and  prcwperous  condition 
in  the  photo  engraving  craft. 

To  establish  and  promote  this  spirit  of  cooperation  and  of  mutual  help- 
fulness, to  deal  successfully  with  the  problems  of  the  photo-engpraving 
industry,  and  to  insure  the  protection  and  promote  the  intereets  of  all 
concerned,  it  is  deemed  essential  to  create  and  there  is  hereby  established 
a  Joint  Industrial  Council  of  the  representatives  of  the  American  Photo- 
lingravers '  Association  and  the  International  Photo-Engravers  Union, 
which  shall  bo  thoroughly  informed  as  to  the  condition  and  interests  of 
all  engaged  in  the  industry,  and  shall  suggest  for  ratification,  from  time 
to  time,  i>olioies  and  rcgukition^s  which  .shjiil  eventu.illy  become  the  law 
of  the  photo-engraving  industry. 

The  constitution  is  careful  to  specify  that  its  activities  .shall 
not  be  devoted  primarily  to  disputes,  to  the  fi.xation  of  wage 
rates,  to  the  making  of  specific  wage  agreements  and  the  like, 
but  that  its  activities  shall  relate  more  to  matters  of  polic}'  which 
arc  enumerated  as  follows: 

(a)  Outlining   of   general   trade    jvdicies    which    will   secure   the   greatest 
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degree  of  cooperation  between  employer  and  employee,  and  at  the  same 
time  insure  full  protection  of  the  interests  of  the  public. 

(b)  Inducing  aU  employers  and  employees  to  join  their  respective  local 
and  international  associations  and  to  form  local  joint  industrial  councils. 

(e)  Consideration,  reporting  and  advisring  on  any  legislation  affecting  th© 
trade  and  representing  the  needs  of  the  industry  to  the  government  and 
<.'ommittee3  in  general. 

(d)  Encouraging  and  fostering  researeh  and  invention  and  publishing 
the  results  when  desirable. 

(e)  Considering,  reporting  and  advising  on  all  improvements  in  organiza- 
tion and  appropriate  questions  relating  to  management  and  the  examina- 
tion of  industrial  experiments  with  special  reference  to  cooperation  ia 
oarrpng  new  ideas  into  effect. 

(f)  Studying  and  proposing  suitable  methods  of  selection  for  appren- 
ticeship, technical  training  for  apprentices  and  improving  the  general 
standards  of  workmanship. 

(g)  Considering  and  settling  of  disputes  when  such  disputes  are  re- 
ferred to  it. 

(h)  Removing  dangers  to  health  and  safeguarding  the  physical  well- 
hoing  of  employees. 

(i)  Considering  any  and  aU  matters  of  general  interest  to  the  trade. 

Because  this  International  Joint  Industrial  Council  can 
function  only  in  an  advisoty  and  recommendatory  capacity,  ex- 
cepting where  clothed  specifically  with  judicial  or  executive 
authorit>',  local  Joint  Industrial  Councils  have  since  been 
formed  by  agreement  in  all  localities.  These  local  Industrial 
Councils  function  more  directly  upon  the  immediate  problems 
arising  out  of  the  existing  cooperative  relationship  and  give 
enforcement  to  the  rules  and  policies  as  they  are  defined,  from 
time  to  time,  by  the  International  Joint  Industrial  Council. 

This  Joint  Industrial  Council  meets  three  times  a  year. 
At  its  first  meeting  it  authorized  a  comprehensive  investigation 
to  ascertain  the  number  of  apprentices  required  to  meet  the 
needs  of  the  industrv'  and  to  consider  methods  for  improve- 
ment in  the  instruction  of  apprentices.  This  investigation  dis- 
closed an  almost  total  lack  of  standardization  on  this  subject. 
It  was  immediately  recognized  that  the  proper  training  of  ap- 
prentices was  not  an  individual  but  a  collective  responsibilit}'-, 
that  it  was  unfair  for  one  employer  to  exploit  apprentice  labor, 
turn  out  incompetent  journeymen  workmen  and  thereafter  have 
incompetent  workers  exploit  all  other  employers. 

To  remedy  this  condition  many  agreements  now  provide  the 
method  of  instruction  that  must  be  followed.    A  uniform  stand- 
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ard  ratio  of  apprentices  has  been  adopted  throughout  the  in- 
dustr}',  calculated  to  provide  amply  sufficient  workmen  to  meet 
the  grouing  requirements  of  the  trade.  In  addition  a  Joint 
Committee  has  been  provided  charged  with  the  duty  of  recom- 
mending such  further  standards  as  from  time  to  time  may  be 
deemed  essential  for  the  efficient  training  of  apprentices. 

It  soon  became  manifest  that  every  possible  effort  should 
be  made  to  advance  all  approved  methods  of  production  and 
to  encourage  all  helpful  business  policies.  Cost  of  production 
having  been  accepted  as  an  essential  standard  of  estimating  the 
price  for  the  service  rendered,  it  was  found  necessary  to  devise 
a  uniform  cost-finding  system,  applicable  in  all  establishments, 
sufficiently  comprehensive  to  meet  all  trade  requirements,  and 
yet  simple  enough  to  be  universally  adopted.  Difficulties  were 
encountered  in  dealing  with  this  question.  First  the  employers 
devised  a  cost-finding  system,  which  failed  in  a  number  of 
essentials.  Then  the  Union  employed  an  expert  accountant  to 
design  a  comprehensive  system.  This  too  met  with  objections. 
At  present,  there  is  being  worked  out  jointly  a  cost-finding 
and  accounting  system  which  it  is  hoped  shortly  to  enforce 
throughout  the  industry.  It  is  further  recognized,  that  in  an 
industry  where  the  predominating  element  is  labor,  the 
accuracy  and  success  of  any  sort  of  cost-finding  depend 
largely  upon  the  cooperative  response  of  the  workmen.  In 
recognition  of  this  fact,  the  problem  is  being  attacked  through 
the  operation  of  the  Joint  Industrial  Council. 

There  has  been  made  also  a  careful  survey  of  the  various 
branch  divisions  which  developed  in  years  past.  This  in- 
vestigation disclosed  that  the  number  of  specialized  branches 
which  had  developed  was  harmful  rather  than  helpful  to  the 
industry.  Steps  were  immediately  taken  to  lessen  the  number 
of  specialized  branches  and  to  establish  a  more  uniform  require- 
ment of  work  for  each  branch.  It  is  believed  in  that  manner 
workmen  can  be  better  trained  in  their  particular  branch  of 
work  and  difficulties  encountered  by  workmen  in  seeking  posi- 
tions elsewhere  will  be  considerably  lessened.  Then,  too,  em- 
ployers are  aided  in  obtaining  workmen  from  other  localities 
with  the  full  assurance  that  such  workmen  are  competent  for 
the  tasks  assigned  to  them. 

In  addition,  plans  arc  under  consideration  for  the  establish- 
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ing  of  a  joint  research  bureau  to  assist  both  employers  and 
workmen  in  developing  improved  methods  and  processes  of 
production,  in  eliminating  waste,  promoting  efficiency  and 
enabling  the  industry  to  extend  its  activities  into  undeveloped 
fields  of  illustrative  and  reproductive  processes. 

One  of  the  more  recently  approved  undertakings  is  the  in- 
vestigating of  shop  practices  for  the  purpose  of  correcting  evils 
that  such  an  investigation  may  disclose.  It  has  been  recognized 
that  there  is  an  urgent  need  of  more  fully  familiarizing  the 
users  of  the  photo-engraving  service  with  the  many  complexi- 
ties and  artistic  requirements  of  the  trade  so  as  to  eliminate 
many  of  the  misunderstandings  which  arise  between  the  buyers 
and  producers  of  engravings  because  of  their  lack  of  knowl- 
edge of  the  intricacies  of  the  trade.  In  addition,  provision  has 
been  made  for  both  employers  and  workmen  to  enter  into  a 
general  publicity  campaign  to  stimulate  the  art  and  craft  and  to 
indicate  to  the  general  public  the  various  methods  of  useful- 
ness of  the  photo-engraving  processes. 

This  Joint  Industrial  Council,  while  not  organized  primarily 
to  deal  with  the  question  of  wages,  is  becoming  recognized  in 
the  trade  as  an  ultimate  appeal  and  arbitration  body  and 
through  its  counsel  a  sort  of  guidance  has  been  created  for 
both  employers  and  workmen  which,  up  to  the  present  time, 
has  resulted  in  bringing  about  a  marked  uniformity  of  agree- 
ments and  in  establishing  a  more  equalized  standard  of  wages 
and  working  conditions  throughout  the  industry. 

These  are  some  of  the  more  essential  standards  that  have 
developed  as  a  direct  consequence  of  the  introduction  of  the 
cooperative  principle  between  employers  and  workmen  in  one 
of  the  branches  of  the  print-ng  industry.  Almost  simulta- 
neously with  the  creation  of  the  Photo-Engravers'  Industrial 
Council,  there  was  established  the  International  Joint  Confer- 
ence Council  of  the  Commercial  and  Periodical  Branches  of  the 
Printing  Industry. 

This  Joint  Industrial  Council  of  the  printing  industry  in- 
cludes in  its  membership,  on'  the  part  of  the  employers,  the 
Closed  Shop  Branch  of  the  United  Typothetae  of  America,  the 
Printers'  League  of  America,  and  the  International  Association 
of  Electrotypcrs.  On  the  part  of  the  employees  the  following 
organizations   are    represented :    International    Typographical 
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I'nion,  the  International  Printinc:  Pressmen  and  Assistant*;' 
Union,  the  International  Brotherhood  of  Bookbinders,  and  the 
International  Stcrcotypcrs'  and  PLlectrotypcrs'  Union. 

The  Industrial  Council  also  provides  carefully,  in  its  con- 
stitution, that  it  is  a  policy-making  rather  than  a  judicial  body 
and  that  its  activities  arc  not  to  be  devoted  primarily  to  dis- 
putes, to  fixation  of  v^age  scales  or  the  making  of  specific  wage 
agreements. 

The  scope  of  activities,  as  recorded  in  its  con.'^titutional  pro- 
visions, may  be  summarized  as  follows: 

(a)  Outlining  ol   grncral  triulp  policies. 

(b)  Conflidemtion  of  any  legislation  afft3t'ting  the  trade. 

(c)  Uniform  working  hours  and  shop  practicefl. 

(d)  Cooperating  with  Irovernmont  to  maintain  ficlling  pricw. 

(o)  Consideration  and  review  of  the  causes  of  any  disputes  which  may 
arise  in  the  industry. 

(f)  Apprentioeshi});  the  improvement  of  process,  designs,  and  stand- 
ards of  workmanship;  consideration  of  improvcnientfi  of  processes, 
machinery,  organization,  appropriate  questions  relating  to  management, 
and  the  examination  of  industrial  experiments;  utilization  of  the  practical 
knowledge  and  experience  of  employees;  utilization  of  inventions  designed 
by  employees  or  employers. 

(g)  Wage  adjustment  boards. 

(h)  Consideration  of  any  matters  of  interest  to  the  trade,  whether  in- 
dustrial, educational,  economic^  legislative  or  hygienic. 

Since  the  organization  of  the  printing  trades  Joint  Industrial 
Council,  action  has  been  taken  looking  toward: 

1.  The  establishment  of  machinery  for  informal  and  fr;uik  discussion 
of  problems  in  which  both  grou]-)s  mo  vitally  interested  and  the  maints- 
nance  of  itn  industrial  good-will  and  respect  for  one  anoth'^r's  opinion* 
which  will  lay  the  foundation  for  materially  better  industrial  relations 
throughout  the  industry. 

2.  Adoption  of  cardinal  principles  to  guide  wage  negotiations  on  the 
basis  of  joint  investigation  and  recognition  of  the  facts  as  to  economic 
conditions  in  the  industry. 

3.  }'ro%-isionfl  looking  toward  the  constructive  handling  of  the  appren- 
ticesiiip   problem. 

4.  A  stan<lard  International  Arbitration  .\greement  fonn  rocommoaded' 
for  all  contnu'tual  negotiations. 

.'.  The  agreement  through  mutual  legislative  negotiations  for  the  in- 
tro<lnction  on  Muy  1,  lO'Jl.  of  the  fortyfourho'T  wo^^k  in  the  onion-em- 
ploying sections  of  the  indusiry. 
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6.  St-andard  Cost  of  Living  Readjust mont  Clause,  recommended  for 
local   contractus. 

While  this  Council  in  its  actual  work  has  touched  upon  nearly 
•all  activities  enumerated  in  its  constitution,  its  principal  effort 
has  been  devoted  to  the  adjustment  of  wage  scales,  apprentice 
regulations,  and  provision  for  the  forty-four-hour  working 
week. 

In  determining  w^age  adjustments,  this  Council  approved 
what  are  said  to  be  four  cardinal  points,  as  follows: 

1.  That  the  industry  franJily  recognizes  the  cost  of  living  as  compared 
to  1914  as  the  basic  factor  in  wage  adjustments. 

2.  The  Industry  to  pay  at  least  a  reasonable  living  wage;  .scales  below 
this  to  be  adjusted  in  frank  recognition  of  the  principle  involved. 

3.  That  when  not  in  conflict  with  the  existing  laws  of  a  constituent  body, 
local  contracts  to  be  for  a  period  not  less  than  three  years,  and  include  a 
■clause  pronding  for  annual  readjustments  of  wages  based  upon  cost  of 
living  as  determined  by  authorities  agreed  upon  and  upon  the  economic 
condition  of  the  industry  at  the  time  of  readjustments, 

4.  That  controversies  over  wages,  hours,  and  working  conditions  can 
and  should  be  settled  without  resorting  to  lockouts  or  strikes  through) 
voluntary  agreement  to  refer  disputes  when  unable  to  settle  through  con- 
ciliation, to  joint  boards  of  arbitration  composed  of  equal  representation 
of  employers  and  employees,  provision  being  made  for  an  impartial 
arbitrator  if  necessary. 

This  Council  has  given  consideration  likewise  to  the  need 
of  a  cost-finding  system  in  the  printing  industr}/.  It  has  recog- 
nized the  necessity  of  securing  the  cooperation  of  workmen  in 
the  adoption  of  such  a  standard.  Acting  upon  this  under- 
standing, the  Council  adopted  the  following  resolution  : 

That  a  uniform  standard  system  of  cost-accounting  is  considered  funda- 
mental to  insure  stability,  permanence  and  prosperity  to  the  industry  and 
to  provide  a  basis  for  securing  a  greater  degree  of  uniformity  in  conditions 
throughout  the  countn,-;  a  clause  to  be  included  in  local  agreements  pro- 
viding that  such  standard  system  as  is  recognized  by  the  organizational 
represented  in  the  International  Joint  Conference  Council  is  to  be  required. 

Much  consideration  has  been  devoted  to  the  apprenticeship 
question,  the  number  of  apprentices  essential  to  supply  the 
needs  of  the  printing  industry,  and  the  sort  of  training  that 
should  be  required.  As  a  consequence  the  Joint  Industrial 
Council  has  advised  the  setting  up  of  "  local  machinery  in  the 
form  of  joint  aj)prenticeship  committees  ...  to  initiate  and 
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complete  liKal  survey's,  to  study,  investigate  and  report  and  to 
actually  secure  enforcement  of  conditions  jointly  agreed  upon 
governing  the  employment  and  training  of  apprentices." 

Another  undertaking  that  this  Council  deems  essential  is 
the  standardization  of  agreements  between  employers  and  local 
unions.  A  survey  was  ordered  upon  this  subject  and  an  amaz- 
ing variety  was  found  to  exist  among  contracts.  It  was  further 
recognized  that  if  a  greater  uniformity  of  agreements  could  be 
introduced  it  would  tend  to  stabilize  the  industry,  reduce  the 
causes  of  disputes  and,  by  making  basic  conditions  the  same 
In  different  shops,  lessen  the  shifting  of  labor.  A  blanket 
agreement  for  recommendation  to  local  unions  has  been  dis- 
cussed by  the  Council,  though  no  formal  action  has  been  taken 
because  of  the  present  disturbed  conditions  in  the  printing  in- 
dustry. Furthermore,  the  Council  authorized  an  investigation 
into  shop  practices,  having  in  view  the  elimination  of  evils 
that  now  exist  because  of  lack  of  standardization  of  shop 
practices. 

It  is  evident,  from  the  foregoing,  that  much  has  been  ac- 
complished already  in  promoting  standardization  within  the 
printing  trades  through  the  formation  of  joint  industrial  coun- 
cils, consisting  of  the  organized  forces  of  employers  and  work- 
men. That  there  is  an  urgent  need  for  standardization  and  the 
mutual  cooperation  of  the  voluntary  associations  of  employers 
and  workmen  in  enforcing  standards,  is  impressively  illustrated 
in  the  report  of  the  "  Committee  on  the  Elimination  of  Waste 
in  Industry  "  of  the  Federated  American  Engineering  Society. 
This  Committee,  upon  investigation,  found  that  at  least  63% 
of  the  waste  within  the  industry  can  be  placed  at  the  door  of 
management,  28%  at  the  door  of  labor,  while  9%  may  be 
charged  against  the  public  and  trade  relationships  and  other 
factors. 

The  Committee  found  that  many  evils  have  crept  into  the 
printing  industry  because  of  lack  of  standardization.  It  found 
that  there  is  a  wide  variation  of  fiat  cylinder  presses,  that  there 
are  more  than  600  types  of  folding  machines,  that  there  are 
approximately  6.000  brands  of  paper,  50%  of  which  are  more 
or  less  inactive,  and  that  there  is  a  total  disregard  of  standards 
in  the  use  of  paper.  They  found,  too,  that  the  Technical 
Publishers  A.«;sociation,  on  measuring  927  catalogs,  found  147 
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different  sizes,  and  that  among  current  magazines  there  are  18 
variations  in  width  and  ^6  in  length  of  page  or  column. 
Among  trade  publications,  there  are  33  variations  in  width  and 
64  in  length.  Among  newspapers,  there  are  16  in  width  and 
55  in  length.  These  variations  cost  the  public  not  less  than  a 
hundred  million  dollars  each  year.  What  is  true  of  paper  is 
true  of  inks  and  most  of  the  material  entering  into  printing. 
The  waste  of  time  and  money  through  duplication  of  estimates 
and  designs,  as  well  as  disproportionate  overhead  expenses, 
have  added  vast  sums  of  money  each  year  which  may  prop- 
erly be  considered  an  economic  waste  due  to  the  lack  of 
standardization. 

Of  course,  it  is  not  anticipated  that  the  cooperative  effort 
of  associated  employers  and  organized  workers  in  the  printing 
industry  will  solve  all  problems  and  completely  standardize 
all  elements  and  factors  entering  into  production  and  market- 
ing. The  results  accomplished,  however,  since  the  formation 
of  these  joint  industrial  councils  in  1919,  indicate  the  great 
possibilities  of  these  cooperative  and  mutually  helpful  efforts. 
The  achievements  thus  far  attained  indicate  clearly  that  the  prin- 
ciples of  cooperation  are  destined  to  supplant  our  competitive 
notions  and  that  new  standards  are  in  the  making  which  will 
give  labor  eventually  an  effective  voice  in  the  management  of 
industry  and  thereby  more  nearly  place  our  industrial  relations 
on  a  par  with  our  democratic  principles  and  ideals. 

The  printing  industry  today  is  passing  through  a  most 
critical  period,  but  all  who  understand  the  forces  at  work  will 
agree  readily  that  when  the  present  smoke  of  war  passes  and 
industrial  tranquility  prevails  again,  the  system  of  industrial 
government,  contemplated  in  these  joint  industrial  councils  and 
now  being  given  a  fair  trial  in  the  printing  industry,  will  prove 
the  modern  instrumentality  looking  toward  the  promotion  of 
good  will  between  employers  and  workmen,  the  improvement 
of  the  industry  and  of  industrial  relations,  and  development 
of  both  social  and  economic  inventions  and  standards,  which 
are  among  the  principal  needs  of  our  time. 
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of  America 

STANDARDIZATION  and  cooperation  have  been  in  pro- 
cess for  a  longer  period  of  time  and  possibly  have  de- 
veloped to  a  greater  extent  in  the  printing  industry',  be- 
cause of  its  traditions  and  its  structural  character,  than  in 
many  of  the  other  industries.  There  are  many  reasons  for  this. 
It  is  an  industry  of  fine  traditions,  originating  as  it  did  in  the 
scholarly  atmosphere  of  religion  and  the  classics.  Men  of  edu- 
cation and  refined  tastes,  who  regarded  their  work  as  a  product 
of  art  requiring  not  only  the  highest  quality  of  craftsmanship 
but  of  learning,  made  up  iLs  early  membership.  It  is  interesting 
to  note  that  the  first  apprentices  in  the  trade  had  to  know  how 
to  read  Latin  and  Greek  in  order  to  qualify,  and  admission  to 
the  ranks  of  master  workmen  of  the  diflferent  crafts  was  con- 
sidered an  especially  high  honor.  A  mere  mention  of  such 
men  as  Gutenberg,  Fust,  Schoeflfer,  Nicholas  Jenson,  Aldus 
Manutius,  the  families  of  Didot,  of  Estienne,  the  Koburgers, 
Christopher  Plantin,  Giambattista  Bodoni,  William  Caxton  and 
many  other  men  of  literary  learning,  not  to  say  anything  of  our 
own  American  philosopher,  Ben  Franklin,  the  patron  saint  of 
the  printing  industry  of  America,  shows  the  character  of  the 
traditions  of  the  industry. 

It  is  an  industry  in  this  country  made  up  largely  of  English- 
speaking  people  most  of  whom  are  of  native-born  parentage. 
In  fact  the  printing  industry-  ranks  next  to  the  professional 
service  group,  which  according  to  the  census  classification  in- 
cludes the  largest  percentage  of  people  of  native-born  parent- 
age. This  is  in  contrast  to  the  clothing  industry-,  which  to  a 
great  extent  is  composed  of  foreign-bom  of  non- English- 
speaking  parentage,  and  which  therefore  has  an  entirely  diflfer- 
ent political  and  social  point  of  view  and  outlook. 

It  is  an  industry  which  for  a  long  period  of  time,  in  fact 
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almost  from  its  vety  inception,  has  been  organized  in  some 
form  or  other,  from  the  early  Trade  Guilds  of  the  Middle  Ages 
to  the  industrial  structure  of  the  present  time.  In  the  United 
States,  organizations  of  employees  chronologically  preceded 
those  of  employers.  The  first  journeymen  printers'  organiza- 
tion in  this  country  was  formed  in  New  York  City  during  the 
Revolutionary  War.  There  was  a  little  Typographical  Society 
of  Master  Printers  in  New  York  as  early  as  1805  and  a  few 
other  societies  were  scattered  here  and  there.  In  1837  ^ 
National  Convention  of  Journeymen  Printer  Societies  was  held 
in  New  York  and  in  1850,  two  years  before  the  organization  of 
the  International  Typographical  Union,  which  grew  out  of  the 
Convention  of  1837,  ^^e  New  York  Printers'  Union  was  organ- 
ized with  Horace  Greeley,  the  famous  editor  of  the  Xeiv  York 
Tribune,  as  its  president. 

Although  there  were  many  small  societies  of  master  printers 
here  and  there,  the  first  actual  business  organization  was  formed 
in  New  York  in  1862,  when  a  few  leaders  in  the  industry  had 
a  vision  of  the  value  of  cooperation  as  a  means  of  making  their 
business  more  profitable  to  themselves,  of  rendering  greater 
service  and  utility  to  the  public,  and  of  bringing  about  a  better 
understanding  with  their  employees.  This  new  association  was 
christened  "  The  Typothetae  "  from  the  Greek  work  meaning 
type-placers  or  type-setters.  Many  local  Typothetae  organi- 
zations followed,  and  in  1887  the  several  local  Typothetae  or- 
ganizations came  together  as  the  United  Typothetae  of  America. 

At  this  time  the  United  Typothetae  of  America  was  con- 
cerned primarily  with  labor  problems  and  there  developed  in 
the  industry  another  national  organization  known  as  the  "  Ben 
Franklin  Clubs  of  America  ",  the  object  of  which  was  to  ex- 
clude all  labor  matters  and  confine  its  work  entirely  to  making 
effective  in  the  industry  a  broad  constructive  educational 
program  which  would  include  such  problems  as  standardization 
of  methods  of  cost-finding  and  estimating,  the  outlining  of 
standards  of  craft  technique,  paper  usage,  colors  and  the  like. 
All  labor  matters  were  handled  entirely  by  the  United  Typo- 
thetae of  America  until  the  two  organizations  were  merged 
into  the  U,  T.  A.  and  Ben  Franklin  Clubs  of  America  in 
1913 — ^the  name  becoming  again  the  United  Typothetae  of 
America  in  191 7.     From  this  time  on  the  U.  T.  A.  has  definitely 
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developed  its  organic  structure  and  policies  to  keep  its  edu- 
cational program  from  being  constantly  placed  in  jeopardy 
by  the  entire  organization's  becoming  involved  in  controversial 
labor  issues,  so  that  the  work  started  by  the  Ben  Franklin 
Clubs  could  be  continued  and  expanded  under  one  International 
Association  of  Employing  Printers  known  as  the  United  Typo- 
thetae  of  America. 

The  printing  industry  is  predominantly  one  of  small  units. 
Of  the  33,000  productive  units  in  the  industry,  ninety-seven 
per  cent  employ  50  employees  or  less  per  unit.  Twenty-five 
per  cent  of  all  the  units  are  one-man  shops.  Only  a  small  frac- 
tion of  one  per  cent  of  all  printing  plants  employ  over  one 
thousand  employees  and  only  two  and  one-half  per  cent  of  all 
employees  of  the  industry  are  in  these  plants.  Composed  as  it 
is  of  small  units  widely  distributed,  the  industry  is  for  the 
most  part  decentralized  and  has  as  a  result  developed  a  large 
degree  of  local  autonomy.  As  a  jobbing  and  contracting  busi- 
ness, made  up  for  the  most  part  of  small  units  and  over- 
equipped, it  is  xQvy  highly  competitive,  with  its  markets  for  the 
most  part  local. 

Now,  with  this  background  of  the  printing  industry  in  mind, 
its  fine  traditions,  the  homogeneous  English-speaking,  native- 
born  character  of  the  peoj^le  engaged  in  the  industry,  its  long 
experience  of  associated  efforts  both  on  the  part  of  the  em- 
ployers and  the  employees,  its  consequent  well-developed  group 
discipline,  its  small  units  and  decentralized  and  highly  com- 
petitive character,  one  can  easily  understand  why  standardiza- 
tion and  cooperation  have  of  necessity  been  developed. 

Standardization  and  cooperation  in  the  printing  industry,  as 
in  all  other  industries,  center  around  two  big  issues,  namely, 
costs  and  labor.  The  United  Typothetae  of  America,  known 
among  printers  as  the  U.  T.  A.,  or  the  International  Association 
of  Employing  Printers,  including  some  5000  members  in  the 
United  States  and  Canada  and  estimated  to  control  about  eight}' 
per  cent  of  the  production  in  the  printing  industry  of  the  two 
countries,  sets  forth  its  plan  for  standardization  and  cooperation 
in  the  following  language  of  its  constitution : 
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AETICLE  II 

OBJECTS 

Section  1.  The  objects  of  this  Association  are  to  encourage  and  foster 
a  feeling  of  friendship  between  employing  printers  and  allied  employing 
trades;  to  devise  ways  and  means  for  bettering  the  condition  and  advancing 
the  interests  of  the  industry  in  general;  to  spread  this  influence  interna- 
tionally through  the  establishment  of  local  or  sectional  associations;  and 
develop  a  spirit  of  cooperation  in  all  matters  of  mutual  interest. 

Sec.  2.  To  effect  a  thorough  organization  of  the  employing  printers  and 
allied  employing  trades  of  the  United  States,  Canada  and  Mexico,  with  a 
view  to  improving  the  condition  of  the  industry  in  every  proper  and  lawful 
manner;  to  encourage  a  high  standard  of  proficiency;  to  promote  the  in- 
terests of  the  printing  business  in  all  its  branches;  to  maintain  among  its 
members  a  just  and  equitable  method  of  conducting  said  business;  and  to 
meet  at  stated  periods  for  the  discussion  and  dissemination  of  reliable  in- 
formation relative  to  the  best  methods  of  conducting  business  from  the 
standpoint  of  practical  experience  and  of  approved  business  ethics. 

Sec.  3.  To  urge  employing  printers  and  allied  employing  trades  to  co- 
operate with  one  another;  to  eliminate  the  evUs  of  ignorant  and  ruinoua 
competition;  to  make  the  relationship  of  the  entire  printing  trades  har- 
monious ;  and  to  correct  such  further  evils  as  may  exist. 

Sec.  4.  To  spread  a  wider  knowledge  of  the  elements  of  cost,  and  what 
constitutes  a  proper  remuneration  for  servicee  rendered,  to  the  end  that 
competition  may  be  honorable,  just,  and  reasonable. 

Sec.  5.  To  employ  competent  men  to  install  the  Standard  Cost  Finding 
and  Accounting  Systems  as  approved  and  amended  from  time  to  time;  to 
secure  uniformity  in  the  application  of  such  systems  in  the  plants  of  its 
members;  to  urge  their  adoption  in  all  printing  plants  and  by  all  the  allied 
industries. 

Sec.  6.  To  maintain  labor  bureaus  for  the  purpose  of  furnishing  mem- 
bers with  employees  of  whatever  nature  they  may  require,  and  to  collect 
and  tabulate  data  concerning  labor  conditions  throughout  the  country  for 
the  information  of  the  membership. 

Skc.  7.  To  maintain  credit  bureaus  for  the  collection  and  dissemina- 
tion of  credit  information;  to  keep  on  record  for  the  use  of  all  subscribing 
members  information  regarding  the  credit  and  the  methods  of  buyers  that 
may  be  of  value  to  members. 

Sec.  8.  To  create  legislative  committees,  both  local  and  international, 
for  the  purpose  of  watching,  promoting  and  furthering  the  legitimate  in- 
terests of  the  industry. 

Siic.  9.  To  foster  and  further  the  formation  of  mutual  insurance  com- 
panies. 

Sec.  10.  To  standardize  a  code  of  ethics  and  trade  customs  for  the 
guidance  of  its  members  in  their  dealings  with  each  other  and  with  their 
customers. 

Sec.  11.  To  establish  better  trade  relations  between  individual  printers, 
between  printers  and  other  allied  interests,  and  between  all  the  interests 
involved  in  the  furtherance  of  the  general  welfare  of  the  Association. 
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JjiEc.  I'J,  To  provide  Boards  of  Arbhration,  local  and  intern:*! iunal,  to 
which  may  bo  referred  for  adjuatnwnt  problema  within  the  Aflftociation, 
methods  of  coinpotitors,  and  qu«»tionH  arising  betwet-n  members  and  their 
lUfitomerB.  , 

AKTICLK  111 
DIVISIONS 

Sec.  1.  Such  membcre  aa  so  deairo  may  form  a  Division  of  the  Aasocia- 
tion  for  the  purpose  of  making  oontnu-ta  with  labor  unions,  a  cx>py  of  every 
Huch  contract  to  be  transmitted  to  the  Secretary  of  the  AfiSocLation  for 
t^neral  information.     This  shall  be  known  oh  the  Closed  Shop  Diviflion, 

SEC.  1!.  Such  members  as  so  desire  may  form  a  Division  of  the  Aasocia- 
lion  to  openite  open  or  non-union  Hhoj*.  'Hm  Hball  be  known  as  the  Open 
Shop   Diviflion. 

SEa  3.  Such  niembcni  who  ho  desire  may  unite  in  the  protection  of  their 
interests  in  any  way. 

SEC.  4.  At  the  Annual  Convention  each  Division  shall  elect  its  own 
I'hairmaii,  who  shall  automatically  become  a  member  of  the  Executive 
(  ommittec  and  of  the  Executive  Council. 

SEC.  5.  In  the  conduct  of  labor  matters,  the  Open  Shop  and  Closed 
Shop  Divisions  shidl  enjoy  complete  autonomy. 

Sec.  6.  Both  the  Open  Shop  and  Closed  Shop  Divisions  shall  appoint 
from  their  Board  of  Oovemors,  three  members,  of  whom  the  Chairman  of 
the  Di\-iHion  shall  be  one,  these  six  to  form  an  Industrial  Relatione  Com- 
mittee of  the  .Association.  The  crojition  of  this  Committee  will  enabla 
the  Open  Shop  and  Closed  Shop  Divisions  to  cooperate,  if  they  bo  deeire, 
in  labor  matters  of  mutual  interest. 

SEC,  7.  Each  of  the  Divisions  shall  have  full  control  of  its  own  funds, 
:Lad  may  levy  upon  Mr  members  such  additional  dues  or  assessments  aa  it 
may  deem  nei-eesary ;  but  no  Division  shall  in  any  way  obligate  the  Associa- 
tion in  any  expenditure  of  t-he  general  funds  of  the  Association  until  and 
after  appro\'al  by  the  Executive  Council. 

ARTICLE  IV 

LABOR  AND  PRICES 
Sec.  1.     Neither  this  .\K8ociation  nor  any  of   its  Divisions  shjJl  at  any 
time  attempt   to   regulate  the  entire   memberehip  in   the   matter   of   labof 
control,  or  prices  of  printing. 

Because  the  cost  of  production  is  so  vitally  important  a  foun- 
dation upon  which  to  build  any  kind  of  program  of  standardiza- 
tion, the  slogan  "  Know  Thy  Co.sts  "  has  been  made  the  keynote 
of  the  educational  work  of  the  U.  T.  A.  As  a  result  of  ten 
years'  continuous  effort,  the  printers  in  the  United  States  and 
Canada,  through  the  U.  T.  A.,  have  accomplished  in  their 
program  of  cost-standardization  :  ( i )  a  uniform  sy.^em  of  cost- 
finding  which   is  recognized  and  accepted  throughout  the  in- 
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dustry  as  the  standard  which  has  the  approval  of  the  whole 
industry-,  (2)  a  standard  method  of  estimating  costs  based  upon 
the  standard  system  of  cost-finding,  (3)  a  standard  educational 
course  of  systematic  instruction  in  cost-finding  and  estimating. 
This  is  a  real  achievement,  for  without  a  knowledge  of  individ- 
ual and  composite  costs  of  production  no  industry  can  in  reality 
go  verv'  far  in  the  field  of  standardization  and  cooperation. 

Another  practical  achievement  through  cooperation  is  the 
codification  and  standardization  of  trade  practices.  To  such  an 
extent  has  this  been  effected  that  the  standard  code  of  trade 
practices  has  been  very  generally  accepted  by  the  industry,  and 
in  case  of  trade  disputes  by  the  courts.  The  knowledge  of 
costs  and  the  standardization  of  a  system  of  cost-finding  in  an 
industry  is  so  far-reaching  in  its  bearing  on  all  the  problems 
of  the  industry  that  it  has  seemed  quite  pertinent  to  mention 
briefly  the  work  of  the  U.  T.  A.  in  this  field.  It  is  quite  ap- 
parent that  only  through  cooperation,  even  in  the  face  of  a 
high  degree  of  competition,  could  the  above-mentioned  results 
have  been  secured. 

Cooperation  on  labor  problems  with  the  object  in  view  of 
securing  some  reasonable  degree  of  uniformity  and  stand- 
ardization of  wages  and  working  conditions  throughout  the 
printing  industry,  involves  a  number  of  questions  far  more 
complex  and  controversial  in  their  nature  than  the  standardiza- 
tion of  costs.  There  are  some  13,000  shops,  mainly  small, 
in  the  book  and  job  branch  of  the  Industry,  excluding  the 
newspapers,  which  are  classified  by  themselves  and  which 
oi>erate  under  a  separate  association  known  as  the  A.  N.  P.  A. 
(American  Newspaper  Publishers'  Association).  Moreover 
the  industry  as  a  whole  is  divided  into  two  large  groups 
as  to  labor  policy,  namely  the  non-union  and  open-shop 
group  on  the  one  side  and  the  union  and  closed-shop  group 
on  the  other.  As  a  result  the  history  of  the  labor  policy  of  the 
U.  T.  A.  shows  definitely  an  evolution  from  an  expressed  policy 
of  central  control  over  labor  matters  to  one  of  an  entire  elimi- 
nation of  every  foitn  of  labor- policy  control  from  the  U.  T.  A. 
as  an  organization  and  the  centering  of  all  of  the  efforts  of  the 
U.  T.  A.  on  the  promotion  of  its  educational  program  including 
cost-finding,  estimating,  paper-standardization,  color-standard- 
ization, craft  technique  and  the  like.     This  Is  common  ground 
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upon  which  iill  of  tlic  members  of  the  U.  T.  A.  can  get  together. 

Labor  problems,  however,  must  be  met  and  met  constructively 
OQ  a  national  as  well  as  a  local  basis.  Two  intra-associations 
or  divisi(>n.s,  known  respectively  as  the  Open  Shop  Division 
and  the  Closed  Shop  Division,  completely  autonomous  in  them- 
.«lvcs.  with  a  liaison  committee  known  as  the  Industrial  Rela- 
tions Committee  (purely  advisory  in  function  and  made  up  of 
equal  representation  from  both  divisions),  have  been  provided 
as  a  practical  working  organization  to  handle  the  highly  con- 
troversial questions  involving  labor  policy.  The  broad  educa- 
tional program  of  the  general  Association  is  unaffected  by  any 
controversy  which  may  arise  at  any  time  over  questions  of  labor 
policy.  It  is  entirely  optional  with  members  of  the  U.  T.  A. 
whether  they  join  one  division  or  the  other,  or  neither.  Each 
of  the  divisions  holds  annual  conventions  and  elects  a  chairman. 
Both  chairmen  have  representation  on  the  Executive  Council 
of  the  U.  T.  A.  for  the  purpose  of  keeping  the  Executive 
Council  informed  respecting  labor  problems  of  the  industry'. 
The  Executive  Council  has  no  authority  to  take  any  action  on 
Tuatters  involving  labor  policy. 

Supplementing  the  organization  described,  at  the  executive 
offices  of  the  U.  T.  A.  there  is  established  a  Department  of 
Industrial  Relations,  the  function  of  which  is  to  collect  indus- 
trial relations  information,  including  data  on  wages,  hours, 
working  conditions  and  in  fact  all  matters  affecting  labor. 
Primarily  the  work  of  this  Department  is  research  to  ascertain 
the  facts  and  make  such  facts  available  to  individual  members, 
to  local  Typothetac  members  as  a  group,  or  to  the  Open  and 
Qosed  Shop  Divisions  through  their  national  chairmen.  The 
Department  of  Industrial  Relations  takes  no  action  whatever 
to  decide  labor  policies.  It  simply  furnishes  the  facts  and  the 
responsibility  rests  with  the  members  tliemselves,  who  through 
ttejr  local  or  their  national  Open  or  Closed  Shop  Division 
may  determine  just  what  labor  policy  they  desire  to  follow. 
The  following  chart  will  show  a  layout  of  the  organization  of 
the  Department  of  Industrial  Relations  and  its  relation  to  the 
U.  T.  A.  organization. 
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It  is  quite  necessary  to  keep  clearly  in  mind  the  fundamental 
organic  structure  of  the  U.  T.  A,  to  understand  how  the  in- 
dustry as  a  whole  endeavors  to  work  out  a  program  of  stand- 
ardization and  cooperation  on  labor  problems. 

There  is  every  variation  of  labor  policy  in  the  printing  in- 
dustry from  the  closed  non-union  shop  to  the  closed  union  shop, 
with  every  variety  in  between  the  two.  Numerous  experiments 
are  being  made  in  the  field  of  employee  representation  plans. 
Such  experiments,  however/  are  as  yet  too  new  to  provide 
material  for  any  conclusions.  The  industry  as  a  whole  can 
be  said  to  work  broadly  along  the  general  lines  of  labor  policy 
as  represented  by  the  Open  and  Closed  Shop  Divisions. 

Now  that  the  background  of  the  industry  has  been  set  forth 
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and  the  organic  structure  of  the  Association  outlined,  the  work 
of  the  two  labor  divisions  will  be  taken  up  and  an  effort  made 
to  give  specific  examples  of  their  accomplishments  in  the  field 
of  standardization  and  cooperation. 

The  Open  Shop  Division  of  the  U.  T.  A.  sets  forth  in  Article 
II  of  its  constitution  the  following  objects: 

ARTICLE  II 

Section  1.  The  mutual  protection  of  it8  mcmbere  against  illegal  or 
uojuat  interference  with  the  enjoyment  of  their  rightti  as  citizens  in  the 
conduct  of  their  business. 

Section  2.  Tho  so<-uring  of  mutual  a^lvice,  cooperation  and  a0si9tanc« 
in  all  matters  affecting  open-shop  conditions,  either  local  or  general. 

Section  3.  To  secure  and  preserve  equitable  conditions  in  the  work- 
shops of  its  members,  whereby  the  interests  of  both  employer  and  employee 
shall  bo  properly  protected. 

Section  4.  The  investigation  and  adjustment  of  ;iny  queetion  in  regard 
to  labor  conditions  arising  between  its  members,  or  betTN-een  its  members 
and  their  employees. 

Section  5.     To  assist  those  desiring  employment  to  secure  the  same. 

Section  6.  To  provide  means  for  educating  young  men  to  become  good, 
■.'Irue  and  efficient  workmen. 

Under  this  general  program  the  members  of  this  division  in 
various  localities  ha\e  outlined  and  set  up  certain  minimum 
standards  governing  wages  and  working  conditions.  Because 
of  the  large  degree  of  local  autonomy  in  the  industry,  the 
determination  of  programs  of  standardization  in  shops  follow- 
ing this  labor  policy  has  been  left  almost  entirely  to  the  in- 
dividual members  or  to  the  local  organizations.  Conspicuous 
examples  of  work  in  the  field  of  scientific  management  have 
been  made  b}'  members  of  this  division  resulting  in  the  estab- 
lishment of  standards  which  arc  of  value  to  the  entire  industry'. 
Industrial  experimentation  in  the  testing  out  of  current  pro- 
cesses of  production,  the  trying  out  of  new  processes  for  the 
elimination  of  waste,  the  installation  of  new  machinery  and 
labor-saving  de\ices,  the  determination  of  time  standards  for 
different  classes  of  work,  the  application  of  plans  to  provide 
incentives  for  production,  the  adoption  of  short  cuts  in  manage- 
ment and  the  like,  has  been  carried  on  by  many  of  the  members 
of  this  division.  Too  great  a  degree  of  standardization  has  not 
been  the  object  of  shops  following  the  Open  Shop  polic>',  but 
iathcr  to  open  the  way  for  industrial  experiments,  unhampered 
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by  aiiy  unnecessary  restrictions.  There  are  exceptions  of  course 
to  this  general  rule,  but  a  development  along  the  constructive 
lines  indicated  has  been  greatly  stimulated  by  the  most  far- 
sighted  leaders  of  this  division,  at  a  time  when  many  managers 
of  shops  in  the  printing  industry  have  been  identifying  them- 
selves with  the  Open  Shop  Division. 

Much  work  has  been  done  by  the  Open  Shop  Division  in 
outlining  standardized  systematic  courses  of  instruction  for 
apprentices  in  the  trade. 

The  Open  Shop  Division  has  recently  been  in  process  of  re- 
organization and  now  faces  the  problem  of  standardization  and 
cooperation  in  an  unprecedented  degree,  because  of  the  con- 
troversy over  the  44-48-hour- week  issue,  which  came  to  a  head 
on  May  i,  192 1. 

The  Closed  Shop  Division  of  the  U.  T.  A,  sets  forth  in 
Article  II  of  its  constitution  the  following  objects: 

ARTICLE  n 

Section  1.  The  objects  of  the  Closed  Shop  Division  are  to  safeguarti 
the  particular  interests  of  members  of  this  IKvieion  in  full  recognition' 
of  the  common  interests  of  all  employers  and  employees  in  the  printing  in- 
dustry. 

Section  2.  To  this  end  to  maintain  machinery  for  frank  counsel  be- 
tween employers  and  employees  on  all  matters  in  the  field  of  industrial  re- 
lations and  labor  policy. 

Section  3.  Through  voluntary  agreements  for  consultation,  concilia- 
tion and  arbitration  to  prevent  strikes  and  lockouts  by  joint  efforts  to  re- 
move their  canines;  and  to  resort  to  the  procedure  of  conciliation  and  arbi- 
tration for  the  equitable  adjustment  of  all  disputes  and  grievances  arising 
under  collective  contracts. 

Section  4.  To  maintain  the  right  of  all  local  Closed  Shop  divisions 
and  individual  membeTS  of  this  Closed  Shop  Division  to  deal  with 
representatives  of  the  employees'  organizations  in  negotiating  contracts 
■concerning  their  own  wage  scales,  working  conditions,  and  consulta- 
tion, conciliation  and  arbitration  agreements,  subject  only  to  such  control 
and  guidance  as  the  Closed  Shop  Division  of  the  United  Typotheta©  of 
America  may  exercLso  when  directed  and  authorized  by  its  Local  Divwions 
and  individual  members  as  provided  herein,  through  convention  action  or  re- 
ferendum vote. 

Section  5.  To  adopt  a  joint  program  for  dealing  effectually  with  the 
problem  of  labor  supply  in  the  light  of  a  survey  of  the  facts  as  to  ap- 
prenticeship conditions,  trade  training  schools,  and  other  avenues  of  en- 
trance into  the  trade;  to  obtain  the  requisite  supply  of  competent  workmen 
either  by  apprenticeship  or  other  processes  of  training  to  meet  the  reai 
needs  of  the  industry;   to  encourage  inclusion  of  clauses  in  all  contracts 
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specifying  the  processes,  time  and  grades  of  work  necessary  for  the  educa- 
tion and  training  of  apprcnticea  in  their  trade;  and  in  carrying  out  this 
program  to  cooi>orate  with  the  unions,  local  Closed  Shop  divisions,  local 
Apprenticeship  Conunitteefl,  and  individual  members. 

Under  the  constitutional  objects  stated,  the  purpose  of  the 
Closed  Shop  Division  has  been  to  secure  standardization 
through  a  joint  cooperative  program  worked  out  with  the 
International  Typographical  Union,  the  International  Print- 
ing Pressmen  and  Assistants'  Union  and  the  International 
Brotherhood  of  Bookbinders.  The  International  Association 
of  Employing  Electrotypers  and  the  American  Association  of 
Photo-Engravers  are  employers'  organizations  outside  of  the 
U.  T.  A.  and  maintain  relations  with  the  International  Stereo- 
typers'  and  Electrotypers'  Union  and  the  International  Photo- 
Engravers'  Union.  For  the  book  and  job  branch  of  the  print- 
ing industry  exclusive  of  the  newspapers,  there  are  three  inter- 
national employers'  organizations  which  have  Closed  Shop 
divisions  maintaining  joint  cooperative  relations  with  five  inter- 
national printing  trades  unions. 

Local  relations  have  long  existed  in  the  printing  industry 
between  individual  plants  or  local  associations  of  employers  and 
tlie  various  printing  trades  unions,  but  it  is  only  within  recent 
years  that  the  machinery  of  cooperation  for  standardization  on 
an  international  basis  has  been  worked  out.  From  time  to  time 
in  the  past  issues  have  arisen  which  brought  the  international 
representatives  of  union-dealing  sections  of  the  employers' 
associations  temporarily  together  with  the  representatives  of 
the  various  international  printing  trades  unions.  When  this 
happened,  almost  invariably  it  was  for  the  purpose  of  deal- 
ing with  reduction  of  hours  in  the  industry  and  the  stand- 
ardization of  the  reduction  for  the  entire  industry  in  the  United 
States  and  Canada.  The  first  of  these  reduction-in-hours  issues 
was  that  of  a  change  from  60  to  54  hours  per  week,  which  came 
about  1899.  The  reduction  was  effected  by  joint  agreement. 
The  second  was  the  issue  of  the  48-hour  week.  Joint  confer- 
ences were  held  but  no  agreement  could  be  reached  and  a 
nation-wide  strike  occurred  which  lasted  from  1906  to  the  latter 
part  of  1908.  In  each  case  there  were  long  intervals  when 
there  were  no  joint  conferences  on  an  international  basis  be- 
tw<  (Ml  tlif  two  groups.     Growing  out  of  the  complex  and  dis- 
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turbing  industrial  problems  of  the  post-war  readjustment 
period  a  spontaneous  movement  for  bringing  together  the  repre- 
sentatives of  the  national  organizations  of  employers  dealing 
with  organized  labor  and  the  International  Allied  Printing 
Trades  Association  started  in  an  informal  conference  in 
December,  191 8,  among  a  few  of  the  national  officials  of  the 
respective  organizations. 

A  meeting  of  the  International  Printing  Trades  Union  offi- 
cials and  individual  union-employing  printers  was  informally 
called  and  held  in  Washington,  D.  C,  February  3,  1919,  to 
discuss  the  possibility  of  establishing  a  basis  for  dealing  with 
mutual  problems  in  close  relationship  and  for  stabilizing  con- 
ditions in  the  industry.  At  a  subsequent  conference  at  Cin- 
cinnati, March  10,  191 9,  the  International  Joint  Conference 
Council  was  organized  by  the  selection  of  two  joint-chairmen 
representing  respectively  employers'  and  employees'  organiza- 
tions and  by  the  drafting  tentatively  of  a  constitution  and  state- 
ment of  purpose. 

The  final  draft  of  a  constitution  was  presented  at  a  meeting 
in  Chicago,  April  21,  1919,  and  formally  approved  unanim- 
ously by  the  Council  with  the  understanding  that  it  was  to  be 
submitted  for  ratification  by  referendum  or  convention  vote  of 
the  following  constitutent  bodies : 

Employers 
Closed  Shop  Branch,  United  Typothetae  of  America. 
Printers'  League  of  America. 
International  Association  of  Electrotypers. 
American  Association  of  Photo-Engravers. 

Employees 
International  Typographical  Union. 
International  Printing  Pressmen  and  Assistants'  Union. 
International  Brotherhood  of  Bookbinders. 
International  Stereotypers'  and  Electrotypers'  Union. 
International  Union  of  Photo-Engravers. 

All  of  the  constitutent  bodies  named  with  the  exception  of 
the  International  Photo-Engravers'  Union  ratified  by  referen- 
dum or  convention  action  the  constitution  of  the  International 
Joint  Conference  Council  of  the  Commercial  and  Periodical 
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Branches  of  the  Printing  Industr>'.  The  International  Photo- 
Engravers'  Union  and  the  American  Association  of  Photo- 
Engravers  decided  by  action  at  tJieir  resp>ectivc  conventions  not 
to  become  members  of  the  International  Joint  Conference  Coun- 
cil. Subsequently  they  established  a  Joint  Conference  Coun- 
cil along  the  same  general  lines  for  the  photo-engraving  sec- 
tion of  the  industr}'. 

The  International  Joint  Conference  Council  of  the  Com- 
mercial and  Periodical  Branches  of  the  printing  industry, 
known  and  hereafter  referred  to  as  the  I.  J.  C.  C,  has  set 
forth  its  purposes  in  its  constitution,  as  follows : 

I— PREAMBLE 

Only  through  joint  conferences  in  the  spirit  of  mutual  hclpfulne«B  be- 
tween employes  and  employers  can  the  foundation  be  laid  for  stable  and 
prosperous  condrtions  within  the  printing  industry.  To  promote  the  spirit 
of  cooperation  and  to  deal  with  the  problems  of  the  industry  in  a  way  to 
insure  the  protection  of  the  interests  of  all  concerned,  the  establishment  of 
an  International  Joint  Conference  Council,  mado  up  of  repreeentativee  of 
rmplo)-er8  and  employee,  which  shall  bo  thoroughly  informM  as  to  condi- 
tions and  interetrts  of  all  parties  in  the  industry  and  in  a  position  to  suggeet 
for  ratification  regulations  which  shall  eventually  become  the  law  of  the 
industry,  ia  considered  essential. 

Compulsory  arbitration  by  law  is  deemed  impracticable  as  a  m^nui^  of 
adjusting  controversies  between  employers  ajid  employes.  Controversies 
between  employers  and  employes  can  and  should  be  adjust^Kl  through  vol- 
untary agreements  t-o  refer  disputes  to  boards  of  conciliation  and  arbitra- 
tion compoeod  of  reprceentatives  of  employers  and  employes  in  the  industry 
affected.  It  is  in  this  spirit  of  arbitration  and  cjinciliation  that  the  organ 
ization  and  operation  of  an  International  Joint  Conference  Council  for  thd 
Printing  Industry  and  Allied  Trades  is  undertaken. 

Ill— SCOPE  OF  ACTIVITIES 

The  International  Council  is  to  devote  its  activities  not  primarily  to  di»- 
putes,  to  the  fixation  of  wage  scales,  the  making  of  specific  wage  agree- 
ments and  the  like,  but  to  matters  of  policy. 

Among  the  a«^tivitio«  which  might  come  within  tlie  s«^ope  of  the  Inter- 
national Council  are  the  following: 

(a)  Outlining  of  general  trade  policies  which  will  secure  tho  greatest 
degree  of  cooperation  botween  employer  and  employe,  and  at  th<»  same 
time  insure  full  protei^tion  of  the  interest*  of  the  public. 

(b)  Considering,  reporting  and  advising  on  any  legislation  affecting  tho 
trade, 

(c)  Studying  and  proposing  methods  for  securing  uniform  working  hours 
and  shop  practices. 

(d)  Cooperation   with   those   departments   of   the   Government  exercising 
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jurisdictioii,  to  maintain  such  selling  prices  a3  will  insure  a  reasonable  re- 
muneration to  both  employers  and  employes. 

(e)  Consideration  and  re%-iew  of  the  causes  of  any  disputes  which  arifse 
in  the  Industry.  All  conciliation  and  arbitra/tion  processes  covered  in 
existing  agreements  must  be  exhausted  before  appeals  are  taken  to  the 
International  Council.  WTiere  no  arbitration  or  trade  agreements  are  in 
effect,  appeals  may  be  taken  through  regular  and  recognized  channels  to  the 
International  Council. 

(f)  Investigation  of  the  question  of  apprenticeship  conditions;  adoption 
of  suitable  methods  of  selection  for  apprenticeship,  and  the  technical  train- 
ing of  apprentices,  learners  and  journeymen  throughout  the  industry ;  the 
improvement  of  process,  designs  and  standards  of  workmanship;  to  seek 
adequate  representation  on  the  control  and  management  of  all  technical 
institutes;  to  consider  and  report  upon  all  improvements  of  processes, 
machinery  and  organization,  and  appropriate  questions  relating  to  manage- 
ment and  the  examination  of  industrial  experiments,  with  special  reference 
to  cooperation  in  carrying  new  idea^  into  effect,  and  full  consideration  of 
the  employes'  point  of  view  in  relation  thereto.  The  better  utilization  of 
the  practical  knowledge  and  experience  of  employes,  with  provision  for* 
facilities  for  the  fuU  consideration  and  utilization  of  acceptable  invention^! 
and  improvements  designed  by  employers  or  employes,  and  for  the  adequate 
safeguarding  of  the  right  of  the  designer  of  such  improvements. 

(g)  Determination  of  practicability  of  establishing  wage  adjustment 
boards  throughout  the  industry. 

(h)  Consideration  of  any  matters  of  general  interest  to  the  Trade, 
whether  industrial,  educational,  economic,  legislative  or  hygienic,  may  ba 
taken  up. 

In  order  to  secure  action  under  the  Constitution  af  the 
I.  J.  C.  C.  it  is  necessary*  for  each  side  to  submit  its  bill  of 
particulars  for  action  in  the  form  of  resolutions  which,  after 
having  been  unanimously  passed  by  all  of  the  representatives 
of  all  the  constituent  bodies  members  of  the  Council,  must  be 
submitted  for  referendum  ratification  to  the  constituent  bodies 
members  of  the  I.  J.  C.  C.  The  work  of  the  I.J.  C.  C.  has  now 
extended  o\'er  two  years.  Meetings  have  been  held  about  once 
every  two  months  in  New  York,  Chicago,  Cleveland,  Boston, 
Detroit,  St.  Louis,  Atlanta,  Montreal  and  Toronto. 

Since  its  organization  the  I.  J.  C.  C.  has  taken  action  in  the 
interest  of  standardization,  and  cooperation  as  follows : 

I.  The  establishment  of  machinery  for  informal  and  frank 
discussion  of  prdblems  in  which  both  groups  are  vitally  inter- 
ested and  the  maintenance  of  an  industrial  good  \vill  and  re- 
spect for  one  another's  opinions  which  will  lay  the  foundation 
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for    materially    better    industrial     relations    throughout    the 
industr}-. 

2.  Adoption  of  cardinal  principles  to  guide  wage  negotia- 
tions on  the  basis  of  joint  investigation  and  recognition  of  the 
facts  as  to  economic  conditions  in  the  industry. 

3.  Provisions  looking  toward  the  constructive  handling  of 
the  apprenticeship  problem — such  as  a  standard  percentage 
ratio  which  apprentices'  wages  should  bear  to  those  of  journey- 
men for  each  year  of  apprenticeship ;  the  establishment  locally 
of  joint  apprenticeship  committees  authorized  to  enforce  ap- 
prenticeship contract  regulations;  methods  of  making  surveys 
to  determine  number  of  apprentices  needed  and  the  like. 

4.  A  standard  International  Arbitration  Agreement  form 
recommended  for  all  contractual  negotiations. 

5.  The  agreement  through  mutual  legislative  negotiations 
for  the  introduction  on  May  i,  192 1,  of  the  44-hour  week,  in  the 
union-employing  sections  of  the  industry. 

6.  Standard  Cost  of  Living  Readjustment  Clause,  recom- 
mended for  local  contracts. 

7.  Establishing  joint  committees  to  consider  shop  practices 
and  the  possibilities  of  greater  standardization. 

This  joint  cooperative  move  through  the  I.  J.  C.  C.  for  stand- 
ardization is  now  two  years  old,  a  short  time  to  determine  how 
far  it  will  actually  get  in  accomplishing  the  purposes  it  has  set 
for  itself.  More  time  must  elapse  in  order  to  get  a  true 
appraisal  of  its  work. 

Many  other  instances  might  be  cited  of  standardization  ac- 
complished and  in  process  in  the  printing  industry.  It  is 
hoped  that  the  data  given  will  be  sufficient  to  bring  out  the 
high-lights  of  the  program,  wiiich  can  be  summed  up  as 
"  Standardization  through  Cooperation  ". 
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PLANTS 

ERNEST  T.  TRIGG 
Vice-President,  John  Lucas  and  Co.,  Inc.,  Philadelphia,  Pa. 

THE  development  of  satisfactory  relationships  between 
the  various  elements  in  industrial  organizations  with- 
out plants  offers  many  difficult  problems. 

The  construction  industries  of  this  country  present  by  far 
the  largest  group  of  activities  of  this  type.  The  workers  in 
them  move  from  project  to  project  and  are  not  permanently 
located  in  production  plants.  The  clothing  industry  also  con- 
tains many  workers  who  can  be  classified  as  not  working  in 
regularly  constituted  industrial  plants.  Workers  in  this  trade 
take  work  from  contractors,  usually  petty  contractors,  and 
perform  it  in  their  homes  or  in  small  shops,  which  are  of  such 
a  rudimentary  character  that  they  can  scarcely  be  called  plants. 
In  addition  there  are  groups  of  workers  such  as  those  engaged 
in  construction  work,  loading  and  unloading  vessels,  harvest- 
ing, berry-gathering,  etc.,  which  undoubtedly  require  special 
treatment  under  the  general  subject  with  which  I  am  dealing. 

Since  the  construction  industries  constitute  the  largest  and 
most  important  group  without  plants,  I  shall  confine  my  dis- 
cussion largely  to  them.  These  industries,  when  the  entire 
field  of  construction  and  the  manufacture  of  materials  required 
therefor  are  taken  into  consideration,  form  the  second  largest 
group  in  the  United  States.  They  are  exceeded  only  by  the 
group  of  agricultural  industries.  In  addition  to  this,  the  con- 
struction industries  are  preeminently  important  because  it  is 
through  them  that  the  most  of  the  permanent  wealth  of  the 
country  is  created  and  put  into  material  form.  In  normal 
times  these  industries  add  several  billions  of  dollars  annually 
to  the  nation's  permanent  wealth. 

The  industrial  problems  which  are  peculiar  to  the  con- 
struction industries  and  which  do  not  so  largely  apply  to  those 
having  permanent  plants,  revolve  mainly  about  the  fact  that  in 
these  industries  the  working  forces  of  the  employers  are  apt 
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to  var}-  widely  and  rapidly.  In  many  types  of  construction 
the  employer  maintains  only  a  small  nucleus  organization  as  a 
permanent  force.  He  then  employs  and  discharges  the  great 
bulk  of  his  employees  a.s  the  exigencies  of  his  work  demand, 
most  of  the  workers  being  temporary  employees.  Thus  a 
large  building  firm  may,  by  reason  of  the  pressure  of  many 
large  contracts,  have  within  its  employ  at  one  time  many 
thousands  of  workers,  and  a  short  time  thereafter  comparatively 
lew.  Under  these  circumstances,  employment  offers  but  little 
opportunity  for  managers  and  workers  to  become  well  ac- 
quainted and  interested  in  one  another,  except  in  the  case  of 
the  permanent  nucleus  of  the  working  force. 

In  many  cases,  construction  work  performed  by  large  con- 
tractors covers  wide  territories.  For  a  project  carried  through 
at  a  location  di.stant  from  the  contractor's  headquarters,  most 
of  the  labor  is  recruited  locally,  possibly  only  a  superintendent 
and  a  foreman  or  two  of  the  employer's  permanent  staff  being 
u.sed.  From  this  wide  range  of  location  of  construction  work 
carried  on  by  an  employer,  and  from  the  var)'ing  size  and 
constituency  of  the  personnel,  arise  the  special  conditions  to 
be  dealt  with. 

It  is  but  natural  that  there  should  often  be  a  lack  of  mutual 
intere.st  and  .sympathy  between  an  employer  and  his  men  under 
conditions  such  as  have  been  outlined  above.  The  employer  is 
not  likel)'  to  feel  the  same  sense  of  responsibility  for  the  welfare 
of  the  temporary'  force  in  his  employ  as  in  the  case  of  an 
employer  operating  a  permanent  plant  where  the  working 
force  is  largely  stable  and  the  individual  workers  are  more  or 
less  intimately  known  b}-  the  management.  Moreover,  a  con- 
tractor doing  a  project  at  a  distance  from  his  headquarters  is 
not  so  liable  to  feel  the  potential  power  of  public  opinion  as 
is  ordinarily  the  case  w  here  there  is  a  permanent  plant.  These 
conditions  all  tend  to  encourage  the  selfish  and  unjust  con- 
tractor to  impose  upon  his  men  and  make  it  difficult  for  the 
reliable  and  responsible  contractor  to  set  up  the  relationships 
which  will  be  most  useful  in  forwarding  his  own,  his  work- 
LTs'  and  the  public's  best  interests. 

The  same  lack  of  contact  between  the  employers  and  the  mas.s 
of  the  workers  in  the  construction  industries  tends  strongly  to 
encourage  the  organization  of  trades  associated  there\vith  under 
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closed  shop  conditions.  The  result  has  been  that  the  con- 
struction industries — the  building  industries  in  particular — 
have  been  seriously  interfered  with  through  the  imposition  of 
symp>athetic  strikes,  strikes  called  for  the  purpose  of  organizing 
labor,  jurisdictional  strikes,  the  boycott,  restriction  of  output, 
and  other  industrial  ills.  These  practices  ha\-e  been  seriously 
injurious  and  unfair  to  the  public,  hurtful  to  employers,  and 
costly  to  the  employees  themselves. 

As  a  counter  to  this  injurious  form  of  labor  organization, 
there  has  developed  a  movement  for  the  strong  organization  of 
contractors  by  communities.  In  places  where  the  organization 
of  both  labor  and  employers  has  been  highly  perfected,  and  the 
two  organizations  have  fallen  into  unscrupulous  hands,  the 
result  has  sometimes  been  disastrous.  With  these  two  groups 
thoroughly  organized  and  working  together,  it  has  been  found 
possible  by  unprincipled  leaders  largely  to  eliminate  com- 
petition, and  substitute  unhealthful  and  unjust  regulation  of 
prices  and  wages.  Illustrations  of  conspiracies  of  this  kind 
which  have  been  carried  on  at  the  expense  of  and  to  the  injury 
of  the  public  can  be  obtained  by  reference  to  the  records  of 
legal  prosecutions  in  some  of  our  cities.  The  fact  that  the  local 
contractor  has  an  adv-antage  over  one  from  a  distance,  by 
reason  of  his  having  his  organization  and  equipment  on  the 
ground,  tends  to  reduce  comj>etition  from  tlie  outside  and  to 
increase  the  possibility  of  unjust  combination.  There  is  usually 
little  likelihood  of  community  conspiracies  of  this  kind  in  the 
production  of  commodities  in  permanent  plants  by  reason  of 
the  competition  which  comes  more  readily  from  other  com- 
munities. 

The  first  problem  of  great  importance  to  work  out  is  that  of 
discovering  methods  which  will  overcome  the  obstacles  to  rea- 
sonably sympathetic  and  helpful  relationships  between  em- 
ployer and  employee.  In  the  construction  industries  one  of  the 
most  important  items  of  this  problem  is  that  of  developing 
greater  continuity'  of  employment,  which  would  not  only  bring 
greater  prosperity  and  contentment  to  the  worker,  but  would 
also  tend  in  some  measure  to  stabilize  employment.  At  the 
very  best,  there  will  be  periods  when  tiie  weather  will  prevent 
outdoor  operations,  but  this  seasonal  interference  with  con- 
tinuous work  has  been  magnified  by  practice  and  habit.     Thus,. 
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it  has  been  common  for  wage  contracts  to  be  made  as  late  as 
May  first,  thus  interfering  with  the  early  signing  of  contracts. 
Habit  has  further  tended  toward  the  instituting  of  work  in 
the  spring.  There  seems  to  be  no  good  reason  why  wage  scales 
for  the  ensuing  \'car,  where  wage  scales  are  necessary,  should 
not  be  established  in  the  fall,  or  at  the  latest  by  the  first  of  the 
\ear.  This  would  enable  those  having  building  projects  in 
hand  to  make  contracts  in  the  fall  or  early  winter. 

Such  an  arrangement  would  make  possible  the  ordering  and 
delivering  of  materials  and  the  starting  of  work  at  the  earliest 
possible  moment  in  the  spring.  Early  letting  of  contracts  in 
this  way  would  not  only  be  more  advantageous  by  extending 
the  period  of  activities  in  the  construction  industries,  but  it 
would  also  reduce  the  intermittent  or  seasonal  character  of  the 
industries  engaged  in  the  manufacture  of  construction  materials 
and  supplies,  and  of  railroad  transportation.  Improvement 
may  also  be  made  in  the  matter  of  getting  new  building  con- 
struction under  cover  before  cold  weather,  in  order  that  as 
much  activity  can  go  on  through  the  winter  as  is  possible. 

Further,  in  connection  with  increasing  continuity  of  employ- 
ment, advantage  may  be  obtained  by  educating  the  public  to 
the  habit  of  placing  orders  for  inside  repairs  and  building 
work  so  that  it  can  be  done  during  the  winter  months.  Much 
work  of  this  kind  is  now  put  on  foot  in  the  spring — the  period 
set  by  custom  for  general  cleaning  and  sprucing  up.  Could  not 
the  contractors  encourage  a  movement  in  this  direction  by  offer- 
ing special  inducements  in  the  form  of  reduced  prices  etc.  ? 
Their  overhead  costs  would  be  reduced  by  more  continuous  use 
of  their  equipment  and  administrative  organizations,  and  manu- 
facturers of  material  and  supplies  would  doubtless  be  tempted 
to  lower  prices  for  delivery  in  the  winter  for  a  similar  reason. 

Secretary  Hoover  has  recently  taken  measures  to  forward  the 
project  of  letting  public  road  contracts  in  the  fall,  in  order  that 
the  preparation  and  distribution  of  road  materials  may  go  on 
through  the  winter. 

Another  primary-  object  to  be  striven  for  is  the  preparation 
of  well-trained  mechanics  and  artisans  who  will  be  qualified 
not  only  to  give  satisfactory  service  to  their  employers,  but  also, 
by  reason  of  their  skill,  to  earn  generous  wages.  Our  schools 
have  done  much  to  aid  in  this.      Extensive  studies  have  shown 
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that  those  who  have  had  the  benefit  of  properly  devised  trade 
or  industrial  school  training  in  connection  with  their  training 
in  the  field  have  advanced  in  their  earning  power,  on  the  aver- 
age, well  beyond  those  who  have  lacked  this  broad  preparation. 
But  in  spite  of  the  great  advances  which  have  been  made,  the 
project  is  still  in  an  embryonic  state  and,  as  many  experienced 
engineers  and  contractors  assert,  our  construction  workers  lack 
the  training  necessary  for  their  own  best  interests  and  for  the 
interests  of  their  employers.  Not  only  should  the  training  be 
satisfactory,  but  there  should  be  an  adequate  number  of  skilled 
workers  to  supply  the  needs  of  industry.  This  point  stands  out 
clearly  at  the  present  time  with  regard  to  the  construction  in- 
dustries, where  the  number  of  skilled  workers  in  the  building 
trades  is  out  of  balance,  as  is  evidenced  by  the  great  shortage 
of  plasterers  in  some  districts.  Is  it  not  possible  for  communi- 
ties to  give  sufficient  consideration  to  this  situation  to  make  pos- 
sible the  right  training  of  at  least  approximately  the  needed 
numbers  of  workers  in  each  trade? 

The  relations  in  the  construction  and  similar  industries 
should  be  so  worked  out  that  there  will  be  no  tendency  toward 
nor  need  felt  for  the  creation  of  closed-shop  labor  organizations, 
with  their  attendant  ills.  It  is  equally  important  that  the  em- 
ployees be  protected  against  the  selfish  employer.  Ordinarily 
the  laborer  should  be  protected  in  this  regard  by  competition 
for  his  services,  and  his  ability  to  leave  the  employ  of  an  un- 
satisfactory employer  and  obtain  work  elsewhere.  Though  this 
natural  method  to  a  large  extent  serves  the  purpose,  it  neverthe- 
less leaves  many  cases  where  injustice  and  bitterness  prevail. 
It  is  these  cases  which  in  a  large  measure  are  responsible  for 
most  of  the  industrial  ills  under  consideration. 

With  such  readjustments  as  may  be  made  in  the  solution 
of  these  problems  there  should  undoubtedly  be  steps  taken  to 
prevent  conspiracies  against  the  public  such  as  were  mentioned 
earlier. 

No  adequate  solution  seems  to  have  been  worked  out,  as  yet, 
for  the  primary  problem  of  right  relationships  between  man- 
agements and  men,  particularly  in  industries  without  plants. 

Various  plans  are  being  used  by  employers  in  industries 
which  have  plants.  Some  of  these  plans  give  promise  of  solv- 
ing difficulties  in  relationships  to  a  large  extent,  though  it  must 
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always  be  borne  in  mind  that  the  success  of  any  system  in  any 
shop  depends  largely  upon  the  capacity  and  leadership  of  the 
management.  Such  schemes  as  workers'  representation  are 
easily  adaptable  as  machinery  for  aiding  in  the  establishment 
of  good  relations  where  the  force  is  reasonably  permanent  both 
in  personnel  and  location.  On  the  other  hand,  such  methods 
are  not  so  readily  adaptable  to  the  case  of  the  contract  of  short 
duration  requiring  a  large  body  of  local  labor  often  far  re- 
moved from  the  employers'  headquarters. 

Various  governmental  systems  have  been  established  for  the 
maintenance  of  justice  and  for  settling  disputes  for  all  in- 
dustries, including  those  without  plants.  As  a  rule  they  have 
been  indifferently  successful.  In  most  cases  the  plans  have  been 
based  upon  compulsory,  partially  compulsory',  or  voluntary 
arbitration.  The  systems  in  Australia  and  New  Zealand  may 
be  more  or  less  accurately  listed  in  the  first  class,  while  America 
may  be  considered  to  be  in  the  third  class.  The  National  De- 
partment of  Labor  contains  a  Bureau  of  Mediation  which  at 
times  institutes  voluntary  arbitration.  The  labor  departments 
of  many  of  the  states  contain  similar  bureaus. 

The  results  have  not  been  so  eminently  satisfactory  as  to 
warrant  the  acceptance  of  any  one  of  tlie  systems  as  a  full 
solution  of  the  problem  of  industrial  relationships.  In  both 
Australia  and  New  Zealand  the  systems  have  worked  reason- 
ably well  except  at  certain  times  of  crisis.  In  Canada  there 
have  been  many  differences  in  spite  of  the  governmental  system. 
In  America  voluntary  arbitration,  set  on  foot  either  through 
governmental  agencies  or  through  private  initiative,  has  been 
of  material  service,  but  here  again  it  is  apt  to  fail  in  serious 
crises. 

Apparently  arbitration  boards  created  for  each  special  case, 
upon  the  basis  of  representatives  from  both  sides  of  the  contro- 
versy and  a  non-partisan  third  party,  are  incapable  of  develop- 
ing into  a  fully  successful  practice.  This  may  be  partly  because 
the  arbitrators  are  usually  unskilled  in  judicial  functions,  and 
partly  because  special  boards  do  not  provide  a  suitable  per- 
manently established  organization  to  which  resort  may  be  had 
at  any  time  for  the  redress  of  grievances. 

The  Kansas  Industrial  Court,  on  the  other  hand,  eliminates 
some  of  the  objections  which  are  applicable  to  temporary  arbi- 
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tration  boards,  inasmuch  as  it  is  a  permanently  established  court 
having  the  backing  and  power  given  to  all  the  other  courts  of 
that  state.  Under  the  law  all  disputes  relating  to  industries 
involving  the  production  or  distribution  of  the  necessities  of 
life  must  be  referred  to  this  court,  and  its  decisions  are  upheld 
by  the  police  and  military  power  of  the  commonwealth.  For 
the  first  year  and  a  half  of  the  life  of  the  court  it  has  apparently 
accomplished  its  purpose  reasonably  well,  and  seems  to  be  ca- 
pable of  performing  the  function  for  which  it  was  established. 
However,  the  experiment  has  not  as  yet  proceeded  for  a  suffi- 
cient length  of  time  fully  to  prove  its  value. 

One  of  the  most  prolific  sources  of  difference  between  labor 
and  management  has  been  the  lack  of  legal  responsibility  of 
unchartered  or  unincorporated  groups  or  associations  in  many 
of  our  states.  Thus,  when  an  unscrupulous  man  has  been  able 
to  force  his  way  to  the  head  of  an  unincorporated  organization 
or  group  of  labor,  he  has  reached  a  place  of  power  where  he 
may  force  unjust  demands  by  strikes  or  threats  of  strikes,  with 
reasonable  hope  of  immunity  from  the  law,  for  which  an  in- 
dividual or  an  incorporated  group  would  be  held  strictly  to 
account.  A  suitable  modification  of  the  law  affecting  this 
situation  and  of  legal  practice  in  regard  to  holding  legally 
liable  to  damages  those  who  cause  strikes  or  lockouts,  which 
are  in  breach  of  contract,  whether  on  the  part  of  individuals 
or  of  groups,  might  be  of  material  service  in  eliminating  the 
irresponsible  leaders  who  have  been  so  large  an  element  in  the 
creation  of  bad  blood  and  hostile  relationships  in  industry. 
The  elimination  of  leaders  of  this  character  would  be  as  helpful 
to  labor  as  it  would  be  to  employers  and  the  public. 

Any  and  all  of  these  established  methods  or  suggestions 
may  prove  of  value,  but  they  are  after  all  merely  inert  imple- 
ments for  aiding  in  the  attainment  of  an  end.  The  great  vital 
force  which  will  and  can  compel  right  relationships  is  that  of 
public  opinion.  Without  the  strong  backing  of  a  well-crystal- 
lized public  opinion  no  system,  however  well  devised  and  how- 
ever helpful,  will  prove  successful.  With  the  full  backing  of 
a  properly  educated  and  intelligent  public  opinion  proper  rela- 
tionships will  prevail,  even  though  the  implements  at  hand 
may  be  of  poor  quality.  This  is  rather  strikingly  illustrated 
by  the  present  railroad  situation.     The  Railroad  Labor  Board 
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is  the  most  formal  national  body  in  this  country  having  respon- 
sibility for  settling  labor  disputes,  and  it  has  the  advantage  of 
being  a  permanently  formed  body,  surrounded  by  experts  and 
the  paraphernalia  needed  to  enable  it  to  deal  wisely  with  the 
problems  whicli  are  brought  before  it.  Nevertheless,  the 
memory  of  tlie  threat  of  a  disastrous  railroad  strike  which  came 
as  a  result  of  a  decision  of  this  Board,  is  still  fresh  in  our  minds, 
and  the  fear  of  future  unacceptable  decisions  is  ever  present 
with  us.  I  feel  convinced  that  public  opinion  is  the  final  agency 
upon  which  we  must  depend  in  controlling  and  regulating  in- 
dustrial relationships.  A  more  complete  development  of  pub- 
lic o])inion  and  its  responsibility  in  the  situation  seems  to  me 
important. 

The  growth  of  stable  and  sound  labor  relations  would  also 
doubtless  be  forwarded  by  reverting  to  a  greater  measure  of 
community'  action,  with  a  resultant  decentralization  of  our  in- 
dustrial affairs.  In  France  much  is  accomplished  in  the  main- 
tenance of  good  will  and  proper  relationships  through  the  fact 
that  the  local  magistrates  are  largely  responsible  for  the  main- 
tenance of  local  industrial  peace.  The  system  there  does  not 
prevent  great  national  disturbance,  but  it  has  gone  far  to  teach 
the  people  to  settle  their  problems  peacefully. 

An  active,  sane  mobilization  of  the  best  elements  in  every  in- 
dustrial community  would  go  far  toward  developing,  through- 
out the  country,  the  widespread  understanding  and  knowledge 
necessary  for  industrial  peace  and  welfare  in  all  kinds  of 
industry. 
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EARL  DEAN  HOWARD 
Labor  Manager  for  Hart,  Schaifner  and  Marx 

A  GENERATION  ago  the  clothing  industry  was  at  the 
bottom  of  the  social  scale,  while  today  a  large  part  of 
it  rivals  any  other  for  progressiveness,  high  stand- 
ards, and  modern  methods.  No  other  industry  can  show  so 
tremendous  a  leap  from  the  sweatshop,  starvation  wages,  help- 
less servility,  to  the  present  system  of  industrial  law  and  orderly 
government,  now  in  various  stages  of  development  in  the  differ- 
ent markets.  It  is  very  natural  for  one  to  question :  How  can 
light  or  leading  come  out  of  this  despised  industry,  composed 
of  the  scum  of  European  immigration  and  mostly  small,  greedy 
employers,  all  mercilessly  lashed  by  desperate  competition — 
how  can  a  prophet  come  out  of  Nazareth  ?  Perhaps  it  is  the 
law  of  reaction,  that  a  movement  or  tendency  ioo  extreme 
inevitably  brings  its  opposite. 

Thirty-five  years  ago  in  Chicago,  Joseph  Schaffner  with  his 
partners,  entered  the  then  almost  disreputable  clothing  business 
on  a  modest  scale,  determined  to  operate  on  higher  standards 
in  relations  with  dealers  and  consumers.  National  advertis- 
ing, a  daring  experiment  in  those  days,  was  a  means.  In  less 
than  twenty-five  years  that  policy,  backed  up  by  faith  which 
carried  it  over  dubious  moments,  created  the  largest  clothing 
concern  in  the  world. 

In  1 910  all  this  achievement  was  threatened  with  disaster 
from  an  unexpected  quarter;  the  industrial  relations  problem 
emerged  suddenly.  A  stubborn  revolt  of  the  clothing  workers 
of  the  city,  long  smoldering  unsuspected,  broke  out  like  a 
conflagration  and  could  not  be  extinguished.  To  his  astonish- 
ment, Schaffner,  who  had  so  unanswerably  demonstrated  that 
idealism  in  merchandising 'was  practical,  indeed  wondrously 
profitable,  discovered  that  he  was  pilloried  as  a  slave-driver, 
an  exploiter  of  sickly  women  and  helpless  men. 

The  shock  to  this  shy,  abnormally  sensitive  nature  was 
cataclysmic.     He  was  a  merchant,  manufacturing  was  inciden- 
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tal,  and  the  whole  subject  of  labor  problems  was  an  unknown 
quantity.  In  striking  contrast  to  Judge  Gary,  under  quite 
similar  circumstances,  he  thrust  aside  his  industrial  managers 
who  had,  no  doubt  unconsciously,  blinded  his  eyes  to  the 
realities,  and  he  determined  to  do  again  what  he  had  done 
twenty-five  years  before,  to  redeem  the  business  from  the 
reproach  of  which  he  had  just  become  aware. 

Convinced  that  exact  knowledge  of  conditions  and  of  eco- 
nomic science  was  essential,  he  organized  a  labor  department 
of  which  I  have  the  extraordinary  good  fortune  to  be  director. 
Its  function  was  to  clear  the  manufacturing  department  of  all 
reproach,  to  prevent  further  strikes,  to  translate  ethical  ideals 
of  righteousness  and  justice  into  practicable  policies  and  pro- 
grams— in  short,  to  represent  the  conscience  of  the  proprietor, 
continuously  functioning  as  part  of  the  administrative  machin- 
ery of  management.  It  was  a  recognition  of  the  change  com- 
ing in  our  industrial  system,  unconsciously  felt  ten  years  ago 
but  now  so  apparent  to  open  eyes,  and  an  effort  to  adopt  busi- 
ness organization  to  the  change. 

The  rebellion  of  the  workers  had  occurred  because  of  the 
blindness  of  the  management;  naturally  there  could  have  been 
no  intelligent  measures  taken  to  prevent  it.  Combustible  ma- 
terial, in  the  form  of  unsettled  grievances  and  bad  practices, 
had  been  allowed  to  accumulate,  waiting  for  a  spark  to  start  the 
fire.  The  job  of  the  Labor  Manager  was  to  discover  these 
dangerous  things  whenever  they  occurred  in  forty  separate 
shops.  The  only  way  this  could  be  done  was  to  establish  direct 
contact  with  the  workers  through  selected  spokesmen  courage- 
ous enough  to  face  the  bitter,  subtle  and  constant  hostility  of 
the  shop  managers.  For  communication  of  this  sort  meant 
criticism,  sometimes  against  personal  misconduct  of  executives. 
Attempts  from  above  to  correct  abuses  thus  uncovered  often 
had  a  paralyzing  effect  upon  efficiency  by  weakening  the  au- 
thority of  shop  management.  It  finally  became  a  problem  of 
reforming  managerial  methods,  making  over  or  eliminating 
the  managers — a  very  much  bigger  task  than  any  of  us  had 
bargained  for. 

Just  as  the  individual  person  is  a  combination  of  angel  and 
devil  and  must  seek  outside  restraints  against  the  evil  in  his 
own  human  nature,  so  in  a  business  organization,  the  evil  in- 
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herent  in  the  business  code,  and  in  false  and  ignorant  ideas 
concerning  efficiency,  and  in  the  narrow  intelligence  of  the 
foremen,  must  be  restrained.  Our  own  ideas  of  justice  were 
perverted  by  self-interest,  so  a  board  of  arbitration  and  eventu- 
ally an  inferior  court,  or  Trade  Board,  developed  as  a  final 
authority  in  every  dispute,  to  correct  our  errors  and  hold  us  up 
to  a  higher  standard  of  justice  than  we  could  attain  unaided. 
Mr.  Schaffner  never  had  the  conceit  to  imagine  he  knew  better 
than  the  workers  what  was  good  for  them.  Professor  H.  A. 
Millis,  of  the  Department  of  Economics,  University  of  Chicago, 
Chairman  of  the  Board  of  Arbitration  of  the  Chicago  Cloth- 
ing Market,  is  the  supreme  authority  in  all  matters  touching 
the  interests  of  the  workers. 

The  spokesmen  for  the  workers  in  the  shops  naturally  de- 
veloped leadership  and  cooperated  among  themselves  for  self- 
protection.  This  led  to  organization  and  the  problem  of  union- 
ization was  upon  us.  Should  we  allow  it  to  develop  or  should 
we  substitute  something  else  for  it?  The  idea  of  shop  conri- 
mittees  and  joint  councils  was  attractive  for  a  time. 

Among  the  spokesmen  was  a  young  Russian  Jew,  by  name, 
Sidney  Hillman,  who  early  disclosed  a  talent  for  constructive 
leadership  and  a  spirit  of  sweet  reasonableness  which  won  our 
confidence.  Ultimately  he  organized  what  has  become  the 
Amalagamated  Clothing  Workers  of  America.  With  this 
nucleus  in  Hart,  Schaffner  and  Marx  joined  a  majority  of  the 
workers  in  New  York  and  other  markets,  disgusted  with  the 
old  union,  betrayed  by  their  leaders,  and  beguiled  by  the 
union-label  device  which  had  become  a  chain  to  hold  them  in 
subjection. 

The  Amalgamated  has  never  been  a  "  tame  "  union.  Its 
members  are  the  most  radically  minded  and  class-conscious 
workers  in  this  country,  and  its  leaders  must  always  be  aggres- 
sive. The  Labor  Department  is  the  shock  absorber  of  the 
steady  pressure  upon  management,  utilizing  that  pressure  to 
improve  the  efficiency  of  management  and  the  criticisms  as 
suggestions  for  further  adaptation  of  the  business  to  the  chang- 
ing order.  The  leaders,  on  the  other  hand,  interpret  the  man- 
agement to  the  people,  protect  the  individual  worker,  represent 
the  workers'  side  before  the  board  of  arbitration,  and  persuade 
the  workers  that  they  are  getting  a  square  deal ;  for  if  any 
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injustice  exists,  the  leaders  arc  jointly  responsible.  The  open- 
shop  campaign  has  made  us  tolerably  familiar  with  the  short- 
comings of  unions  and  unionism.  Mr.  Rowntree  is  helping  us 
to  realize  that  there  are  hidden  resources  there  which  we  may 
some  day  utilize  in  stabilizing  industn-  and  in  securing  effi- 
ciencies now  unattainable. 

The  establishment  of  a  mechanism  for  the  systematic  .settle- 
ment of  complaints  and  disputes — first  the  Labor  Department, 
then  the  judicial  boards — stimulated  by  a  strong  union  inevit- 
ably led  to  the  development  of  standard  practices  which  we 
call  our  industrial  law.  Decisions  were  rendered  on  the  basis 
of  usage  and  custom;  these  became  precedents  and,  like  the 
English  Common  Law,  grew  into  a  codified  system  of  law. 
This  law  governs  us  instead  of  the  dominant  will  of  either 
employer  or  union — both  parties  yield  to  it. 

For  eight  years  this  system  was  permitted  to  develop  un- 
hampered by  external  entanglements.  The  hostility  of  the 
clothing  manufacturers  secured  for  us  a  splendid  isolation. 
While  we  were  content,  the  Amalgamated  was  not.  Finally, 
in  1919,  the  union  became  so  universally  dominant  that  the 
employers  in  the  principal  markets  embraced  the  Hart 
Schaffner  and  Marx  System  more  or  less  completely,  as  a  pro- 
tection, or  under  pressure.      A  new  phase  began. 

Under  the  leadership  of  Mr.  Felix  Frankfurter,  Mr.  Samuel 
Weill,  of  Rochester,  and  other  far-sighted  men,  the  constitu- 
tionalizing  of  the  clothing  industr\'  began.  Agreements  with 
the  Amalgamated  were  made,  impartial  chairmen  or  boards  of 
arbitration  were  installed,  labor  managers  were  employed  in 
the  principal  markets — New  York,  Chicago,  Rochester,  Balti- 
more, Boston  and  Canadian  cities.  A  National  Federation  of 
Clothing  Manufacturers  was  organized  to  protect  the  weaker 
markets  and  deal  with  the  Amalgamated  on  even  terms.  After 
a  time,  Professor  Willard  E.  Hotchkiss,  an  able  administrator, 
was  appointed  National  Director. 

Then  came  the  business  slump  of  1920.  The  New  York 
market,  with  its  1500  small  manufacturers,  not  yet  out  of  the 
contract  stage  of  production,  still  .smarting  from  the  defeat 
which  had  driven  them  to  accept  the  system,  encouraged  and 
deceived  by  the  open-shop  propaganda,  engaged  a  union - 
fighting  lawyer  at  an  enormous  fee,  broke  with  the  National 
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Federation,  threw  out  the  impartial  chairman  and  labor  man- 
agers and  started  in  to  smash  the  Union.  The  result  of  the 
six  months'  warfare  was  a  victorious  union,  financial  embarrass- 
ment for  many  manufacturers,  a  half-ruined  market  filled  with 
unemployed  people,  a  lapse  back  toward  industrial  barbarism, 
to  a  degradation  almost  as  bad  as  that  of  the  building  trades, 
and  a  movement  of  manufacturing  plants  away  from  the  city. 
Boston  and  Baltimore  were  dragged  along  part  way,  Rochester 
and  Chicago  refused  to  follow. 

The  value  of  experience  lies  in  the  lessons  it  teaches.  The 
clothing  industry  is  exceedingly  rich  in  accumulated  experi- 
ences on  the  frontiers  of  industrial  progress.  Some  of  these 
may  be  tentatively  formulated. 

Houses  and  markets  have  prospered  or  failed  under  the  sys- 
tem in  the  same  proportion  as  they  have  grasped  and  applied 
the  ideals  which  made  it  a  success  in  Hart,  Schaffner  and  Marx. 

Leadership  among  employees  tends  to  correspond  in  reason- 
ableness, idealism,  competency  and  economic  doctrine  to  the 
leadership  in  the  management. 

Every  management  should  include  some  element,  sensitive  to 
the  just  grievances  of  the  employee,  thoroughly  informed  at 
all  times  of  the  conditions  of  work  and  the  relations  between 
foremen  and  workers,  understanding  the  economic  and  social 
tendencies  of  the  time,  resourceful  in  devising  arrangements  to 
meet  difficulties  and  tremendously  interested  in  making  the 
organization  render  the  maximum  of  service  to  every  person 
concerned — customers,  stockholders,  managers — but  equally 
with  these,  the  workers. 

It  is  a  mark  of  good  sense  to  buy  ready-made  clothing,  but 
your  industrial  relations  system  should  be  developed  to  fit  the 
house  or  the  association. 

The  influence  of  a  just  man,  with  firm  faith  in  the  practicabil- 
ity of  ideals,  has  infinite  possibilities  of  expansion. 

Industry  must  learn  what  all  history  teaches,  that  the  domi- 
nation of  human  will  in  human  relation  leads  to  contention, 
warfare  and  destruction.  We  must  all  submit  to  the  rule  of 
law,  interpreted  and  applied  by  the  most  competent  human 
agencies,  informed  by  social  science,  and  derived  from  the  high- 
est ethical  principles — which  is  the  same  as  saying,  the  will  of 
God,  so  far  as  we  can  know  it. 
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This  recital  may  leave  you  with  the  feeling  that  we  have 
gone  a  long  way  in  industrial  experimentation.  After  ten 
years  of  it  our  feeling  is  that  we  have  just  gotten  through  the 
kindergarten.  We  have  ideas,  in  fact,  completed  plans,  for  the 
experiments  in  future  time  by  which  we  expect  to  reduce 
friction  to  a  minimum,  to  assign  more  responsibility  to  the 
chosen  representatives  of  the  workers,  to  serve  the  public  better 
and  to  give  even  greater  security  to  the  employee  than  he  now 
has.  We  propose  to  utilize  union  discipline,  class  solidarity, 
trained  leadership  for  greater  industrial  efficiency,  and  the 
elimination  of  waste,  all  for  the  common  benefit  of  all  concerned. 
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JOINT  AND  NATIONAL  COUNSELING  IN  THE 
ELECTRICAL  CONSTRUCTION  INDUSTRY 

L.  K.  COMSTOCK 
President,  L.  K.  Comstock  and  Company,  N.  Y. 

In  industry  those  who  work  with  their  heads  and  those  who  work 
with  their  hands  cooperate  to  produce  th©  things  which  all  of  us  need. 
If  conflict  and  disunion  take  the  place  of  cooperation,  wealth-pro- 
duction is  hindered  and  everything  the  community  requires  is  rendered 
less  abundant  and  more  costly.  To  secure  this  harmony  of  interest 
is  the  master  problem  of  the  modern  industrial  state. 

I  WANT  to  direct  your  attention  for  a  few  minutes  to  the 
story  of  an  attempt  to  set  up  in  the  Electrical  Construc- 
tion Industry  an  Industrial  Council,  or  rather  more  par- 
ticularly a  Joint  Council,  for  the  purpose  of  removing  the 
causes  of  friction  and  dispute  between  employer  and  employee, 
and  secondly,  for  the  settlement  or  adjustment  of  existing  dis- 
putes between  employer  and  employee,  between  associated  em- 
ployers and  unions. 

The  electrical  construction  industry  embraces  all  electrical 
construction  work  from  the  installation  of  a  push  button  to  the 
electrification  of  great  industrial  and  power  plants.  The  union 
mechanics  of  the  industry  are  members  of  the  International 
Brotherhood  of  Electrical  Workers,  numbering  about  150,000 
men.  The  employers  are  members  of  the  National  Association 
of  Electrical  Contractors  and  Dealers,  numbering  about  2,400. 

A  small  group  of  these  employers  were  in  the  habit  of  meet- 
ing periodically  to  discuss  matters  pertaining  to  the  industry 
and  called  themselves  the  Conference  Club.  After  long  and 
earnest  discussions  on  the  general  topic  of  labor,  a  conclusion 
made  its  appearance  like  a  lighthouse  in  a  fog.  Like  most 
real  steps  of  progress,  the  conclusion  reached  was  simple,  easily 
comprehended,  but  not  so  easy  of  execution  for  its  very 
simplicity.  The  conclusion  arrived  at  was  this:  Since  the 
money  paid  out  in  wages  to  the  union  members  of  the  industry 
amounts  to  from  25%  to  50%  of  the  gross  cost  of  all  installation 
work — perhaps  $100,000,000  annually — it  is  utterlv  stupid  to 
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refer  so  important  an  item  of  one's  business  to  the  arbitrament 
of  war.  Labor  must  henceforth  be  transformed  from  an  enemy 
into  an  ally.  But  how?  The  method  was  simple  but  the 
execution  difTicult. 

This  conclusion  had  its  roots  in  the  pecuniary  gain  of  the 
employer,  but  as  the  questions  which  it  raised  were  revolved 
round  and  round,  another  conclusion  began  to  take  form  and 
crystalize.  This  conclusion  may  be  stated  as  follows:  If  the 
employer  were  to  reap  pecuniary  gain  by  the  transformation 
of  an  enemy  into  an  ally,  he  must  give  something  and  his 
quondam  enemy  must  receive  something;  or  stated  otherwise, 
if  cooperation  is  desired,  all  must  cooperate.  Since  labor  has 
been  denied  the  opportunity  of  cooperating  with  capital,  labor 
competes  with  capital.  Industrial  life  instead  of  being  of  the 
nature  of  a  partnership,  becomes  a  sort  of  guerilla  warfare  in 
which  capital  seeks  to  increase  profits  at  the  expense  of  labor, 
and  labor  seeks  to  increase  wages  at  the  expense  of  capital. 
On  the  one  side  is  a  misunderstanding  of  producing  costs,  on 
the  other  side  a  lack  of  understanding  of  the  workers'  needs  and 
aspirations.  Strikes  and  lockouts  are  the  crude  expression  of 
the  resentment  which  this  mutual  misunderstanding  begets. 
Until  labor  and  capital  are  both  represented  in  the  control  of 
the  business,  carrj-ing  their  respective  investments,  this  warfare 
and  anarchy  are  certain  to  persist. 

A  third  conclusion  proceeded  from  the  other  two,  viz. :  There 
must  be  a  better  way  to  deal  witli  labor  than  the  present 
warfare  and  that  way  leads  straight  to  cooperation. 

Early  in  1 91 9  the  Conference  Club  appointed  a  committee 
of  five  employers  to  seek  a  meeting  with  five  of  the  general 
officers  of  the  International  Brotherhood  for  the  purpose  of 
determining  whether  there  could  be  found  a  common  ground  on 
which  to  stand,  and  whether  a  platform  of  cooperation  could 
be  adopted.  The  meeting  took  place  in  due  course,  and  with- 
out taking  your  time  to  describe  the  most  remarkable  and 
dramatic  meeting  in  which  the  writer  ever  had  the  plea<;ure  of 
participating,  it  must  suffice  to  say,  that  the  meeting  adopted 
unanimously  a  Declaration  of  Purpose,  afterward  called  a 
Declaration  of  Principles.  The  Declaration  begins  with  the 
following  Preamble: 
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The  vital  interests  of  the  Public,  Employee  and  Employier  in  industry 
are  inseparably  bound  together.  Ail  will  benefit  by  a  continuous  peaceful, 
operation  of  the  industrial  prooeaa  and  the  devotion  of  the  means  of  pro 
duction  to  the  common  good. 

and  continues  as  follows : 

Principles 

1.  The  facilities  of  the  electrical  industry  for  service  to  the  public  will 
be  developed  and  enhanced  by  recognition  that  the  overlapping  of  the 
functions  of  the  various  groups  in  the  industry  is  wasteful  and  should  be 
eliminated. 

2.  Close  contact  and  a  mutually  sympathetic  interest  between  employee 
and  employer  will  develop  a  better  working  system,  which  wiU  tend  con- 
stantly to  stimulate  production,  while  improving  the  relationship  between 
employee,  employer  and  the  community. 

3.  Strikes  and  lockouts  are  detrimental  to  the  interests  alike  of  employee, 
employer  and  the  public  and  should  be  avoided. 

4.  Agreements  or  understandings  which  are  designed  to  obstruct  directly 
or  indirectly  the  free  development  of  trade,  or  to  secure  to  special  groups 
special  privileges  ami  advantages,  are  subversive  of  the  public  interesC 
and  cancel  the  doctrine  of  equality  of  rights  and  opportunity,  and  should 
be  condemned. 

5.  The  public  interest  is  conserved,  hazard  to  life  and  property  is  re- 
duced, and  standards  of  work  are  improved  by  fixing  an  adequate  minimum 
of  qualification  in  knowledge  and  experience  as  a  requirement  precedent 
to  the  right  of  an  individual  to  engage  in  the  electrical  construction  in- 
dustry, and  by  the  rigid  inspection  of  electrical  work,  old  and  new. 

6.  Public  welfare,  as  well  as  the  interests  of  the  trade,  demands  that 
electrical  work  be  done  by  the  electrical  industry. 

7.  Cooperation  between  employee  and  employer  acquires  constructiva 
power,  as  both  employees  and  employers  become  more  completely  organized. 

8.  The  right  of  employees  and  employers  in  local  groups  to  establish 
local  wage  scales  and  local  working  rules  is  recognized,  and  nothing  herein 
is  to  be  construed  as  infringing  that  right. 

In  adopting  these  principles  we  were  by  no  means  unconscious 
of  the  fact  that  no  man  or  group  of  men  can  gaily  produce  a 
skeleton  key  to  unlock  every  door.  Profound  changes  are  not 
accomplished  so  deftly  and  simply. 

The  Conference  Club  at  no  time  numbered  more  tham  25 
members.  It  was  deemed  inadvisable,  because  of  its  small 
membership,  to  attempt  to  carry  out  the  Declaration  of  Prin- 
ciples jointly  with  the  International  Brotherhood.  Therefore 
it  was  decided  to  offer  the  idea  to  the  National  Association  of 
Electrical  Contractors.  This  was  done  at  the  annual  meeting 
in  July,  1919. 
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When  it  is  remembered  that  the  National  Association  had 
put  tiic  ban  on  all  labor  discussions  many  years  earlier,  on  the 
ground  that  disruption  would  probably  follow  such  discussion, 
one  may  imagine  the  difficulties  which  beset  the  presentation  of 
this  idea.  The  idea  however  made  its  way  and  the  Declaration 
was  adopted  by  a  narrow  margin.  A  committee  of  five  was 
appointed  to  cooperate  in  carrying  out  these  Principles,  with  a 
similar  committee  to  be  appointed  if  and  when  the  I.  B.  E.  W. 
adopted  the  Declaration  in  national  convention.  The  Brother- 
hood Convention  assembled  in  the  following  September  and 
adopted  the  Declaration,  and  this  act  was  ratified  by  referen- 
dum the  following  December.  The  International  Brotherhood 
then  appointed  its  committee  of  five  and  the  two  committees, 
each  consisting  of  five  men,  met  shortly  after  the  beginning  of 
1920  and  organized  themselves  into  the  "  Council  on  Industrial 
Relations  for  the  Electrical  Construction  Industry  of  the  United 
States  and  Canada." 

Before  the  Council  was  ready  to  function  mentally  and  physi- 
cally, it  was  necessary  for  its  members  to  be  in  substantial  agree, 
ment  on  fundamentals.  The  Council,  after  many  deliberations, 
sitting  as  a  joint  committee,  and  at  other  times  in  groups  of 
two,  or  three,  or  four,  had  arrived  at  an  agreement  on  the 
following  fundamental  ideas: 

1.  Strikes  and  lockouts  are  undesirable  from  every  point 
of  view. 

2.  No  dispute  can  arise  between  employer  and  employee 
which  cannot  be  settled  in  friendly  negotiation,  by  con- 
ciliation or  by  arbitration,  provided  the  parties  to  the 
dispute  have  the  will  honestly  to  try  one  or  more  of  these 
methods. 

3.  The  industry  can  not  fail  to  thrive  on  cooperation  between 
employer  and  employee,  and  will  surely  languish  if  such 
cooperation  is  absent. 

4.  Cooperation  resulting  in  mutual  good-will  is  the  key  to 
increased  production  and  better  craftsmanship. 

5.  The  road  to  the  highest  efficiency  of  the  individual  work- 
ing unit  lies  through  the  field  of  frank  cooperation  and 
fair  dealing. 

6.  Local  union  leadership  must  be  greatly  improved. 

7.  The  mere  display  of  power  is  the  last  thing  in  the  world 
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that  insures  the  success  of  an  association,  an  organization, 
or  an  industry, 

8.  Labor  unions,  and  associations  dealing  with  them,  must 
stop  thinking  so  much  about  organization  and  think  very- 
much  more  about  the  essentials  of  the  cause  of  the  work- 
ing man, 

9.  Labor  unions  and  associations  dealing  with  them  must 
declare  their  purpose  to  bring  about  three  things: 

(a)  Good  working  conditions. 

(b)  Good  wages. 

(c)  The  highest  possible  standard  of  craftsmanship. 

10.  Labor  unions  and  associations  dealing  with  them  must 
plan  their  campaigns  wholly  on  the  basis  of  the  service 
they  are  each  capable  of  rendering. 

11.  If  a  labor  union  or  an  association  is  to  make  itself  desirable 
and  indispensable  and  cherished  for  all  time,  the  way  to 
do  it  is  to  forget  itself  in  the  widest  possible  service  of 
its  cause. 

With  the  above  fundamentals  agreed  upon,  the  Council  was 
ready  to  function.  It  has  carried  on  its  work  both  formally 
and  informally;  that  is,  it  has  sat  as  a  formal  tribunal  and  it 
has  worked  through  individuals  who  were  qualified  to  interpret 
the  aims  of  the  Council.  Services  have  been  rendered  in  con- 
siderably over  one  hundred  cases,  in  which  favorable  adjust- 
ment has  been  realized  by  the  Council  sitting  as  a  tribunal  and 
by  informal  methods.  The  informal  or  unspectacular  method 
has  been  used  more  frequently  because  the  number  of  disputes 
between  individual  employers  and  individual  labor  representa- 
tives is  greater  by  far  than  the  number  of  disputes  between 
associations  of  employers  and  local  unions. 

In  every  case  of  informal  adjustment  a  reasonable  degree 
of  satisfaction  to  both  parties  to  the  dispute  has  been  the  result. 
In  the  few  cases  where  the  adjustment  has  not  been  complete, 
the  least  that  can  be  said  is  that  a  disagreeable  situation  has 
been  rendered  less  disagreeable. 

The  first  dispute  to  reach  the  Council  sitting  as  a  formal 
tribunal  came  from  Detroit,  where  a  strike  was  impending  as 
the  result  of  an  announcement  by  the  union  shop  employers 
that  on  and  after  January  24,  1921,  the  wage  for  journeymen 
electricians  would  be  reduced  from  $1.25  to  $1.00  per  hour 
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($10.00  to  $8.00  per  day).  The  appeal  for  mediation  came 
from  Local  No.  58  of  the  I.  B.  E.  W. 

The  Council  secured  the  agreement  of  Local  No.  58  and  of 
the  union  sliop  employers  of  Detroit  Electrical  Contractors' 
Association,  each  to  appoint  two  representatives  to  sit  on  the 
Hoard  of  Conciliation.  The  Council  tiien  appointed  a  Chair- 
man of  the  Board.  Under  the  rules  the  two  parties  to  the 
dispute  agreed  to  abide  by  the  unanimous  decision  of  the  Board, 
i>r,  in  the  event  of  failure  of  the  Board  to  reach  a  unanimou.s 
decision,  to  abide  by  the  unanimous  decision  of  the  Council. 
The  Board  of  Conciliation  failed  to  agree  and  sent  the  case 
in  writing  to  the  Council. 

The  Council's  decision  in  this  case  has  been  widely  dis- 
tributed and  requires  no  mention  here,  except  to  direct  your 
attention  to  the  fact  that  the  wage  having  been  justly  and  im- 
partially considered  and  adjusted  by  the  index  number  method. 
the  union,  Local  No.  58,  voluntarily  reduced  the  wage  from 
$10.00,  first  to  $g.oo  and  then  to  $8.00,  as  its  contribution  to  the 
theory  advanced  by  their  employers  that  a  lower  wage  would 
stimulate  business. 

Events  have  been  slow,  to  say  the  least,  in  confirming  the 
correctness  of  this  theory,  not  alone  in  Detroit,  but  elsewhere. 
However,  the  action  of  the  union  in  voluntarily  reducing  the 
wage,  demonstrates  a  high  degree  of  cooperation.  It  should 
be  remarked  in  leaving  this  subject  that  the  adjustment  wa-s 
reached  without  either  a  strike  or  a  lockout  of  a  day's  duration, 
thus  avoiding  an  enormous  loss,  which  in  other  communities 
has  amounted  to  millions  of  dollars. 

One  significant  feature  of  the  decision  is  that  it  establishes 
a  principle  for  adjusting  wage  scales,  which  if  employed  will 
effect  fair  adjustments  witliout  struggles  involving  inter- 
ruptions of  work  and  serious  money  losses.  This  j)rincij)le,  al- 
though it  may  lack  something  of  soundness,  yet  has  the  merit 
of  definiteness,  accuracy  and  fairness.  In  this  connection  it  is 
interesting  to  note  a  statement  contained  in  the  New  York 
State  Indu.strial  Commission's  Bulletin  for  October,  1920,  that 
during  the  year  ending  June  30,  1920,  there  were  10,608,483 
days  of  work  lost  in  New  York  State  by  reason  of  strikes  and 
lockouts.  At  a  low  average  daily  wage,  this  means  a  loss  of 
approximately    $50,000,000.       It    is    such     losses    which     the 
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Council  hopes  ultimately  to  erase  from  the  debit  side  of  the 
industry's  ledger. 

Similar  adjustments  of  wage  disputes  have  been  made  in 
Cleveland  and  Indianapolis,  which  have  been  fully  accepted  bj 
both  sides  to  the  controversy. 

The  life  of  the  Council  is  based  on  cooperation.  Cooperation 
in  the  best  sense  is  not  possible  unless  the  worker  is  contented 
and  contentment  is  not  possible  among  the  workers  without 
the  enjoyment  of  fair  wages  and  reasonable  security  of  em- 
ployment. These  things,  it  is  believed,  will  produce  crafts- 
manship, and  increase  production. 

Mediation — the  settlement  of  disputes  by  reason  instead  of 
fighting — is  the  function  with  which  the  Council  is  generally 
and  closely  associated.  The  prime  interest  of  the  Council,  hovr- 
ever,  is  not  mediation  but  the  discovery  and  removal  of  the 
causes  of  disputes  which  call  for  mediation.  Causes  are  dis- 
covered by  a  study  of  effects,  by  research  and  diagnosis,  and 
for  that  reason  the  Council  has  placed  itself  at  the  service  of 
the  industry  as  mediator.  By  rendering  this  service  the  Coun- 
cil promotes  its  own  ends,  for  mediation  affords  it  an  oppor- 
tunity to  deal  with  realities  and  add  to  its  fund  of  factual 
knowledge. 

Broadly  speaking,  the  Council's  purpose  is  to  substitute  har- 
mony for  strife  in  the  industry.  Mediation  serves  that  pur- 
pose. The  machinery  created  by  the  Council  for  mediation 
makes  necessary  the  discussion  of  their  differences  by  local 
groups  of  employers  and  employees.  In  the  great  majority  of 
cases  such  discussion  produces  adjustments. 

If  differences  are  not  composed  by  local  conferences  and 
discussion,  they  come  to  the  Council  for  consideration,  and  if 
the  Council  also  fails  to  reach  an  agreement,  the  highly  im- 
portant factor  of  an  informed  public  opinion  is  introduced  by 
publishing  the  facts.  In  meeting  such  a  situation,  the  Council 
relies  upon  the  natural  inclination  of  men  to  think  correctly 
and  act  with  fairness  and  justice  when  they  have  the  facts. 

The  Council's  function  of  mediation  makes  a  very  strong 
appeal  to  the  interest  of  both  employers  and  employees  because 
it  deals  with  live  issues,  because  the  results  are  obvious  and 
can  be  measured  in  terms  of  dollars-and-cents  benefits.  Ouite 
frankly,  therefore,  and  with  the  purpose  of  focusing  the  in- 
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dustry's  interest  in  the  Council  and  its  work,  emphasis  will  be 
laid  upon  the  Council's  accomplishments  as  mediator,  for  only 
by  securing  and  holding  that  lively  interest  and  the  confidence 
of  the  industr>'  as  a  whole,  can  the  Council  hope  ultimately  to 
gruide  the  industry  on  to  a  no-strike  and  no-lockout  operating 
basis. 

Many  changes  must  be  brought  about  in  the  industry  before  a 
condition  of  continuous  operation  is  realized.  The  Council  be- 
lieves that  one  of  the  means  by  which  some  of  the  more  im- 
portant changes  can  be  effected  is  a  National  Agreement.  By 
a  National  Agreement,  the  Council  does  not  mean  a  document 
for  geheral  use,  similar  in  spirit,  provisions  and  purpose  to  the 
well-known  and  outworn  local  agreement;  but  rather  a  joint 
declaration  by  the  signatories,  whether  national  bodies  or  the 
union  and  a  local  group  of  employers,  or  even  a  single  em- 
ployer. This  National  Agreement  or  declaration  of  purpose 
should  set  forth  the  principles  underlying  right  relations  and 
definitions  of  the  privileges  and  obligations  of  the  parties  and 
their  duties.  It  should  also  provide  machinery  for  the  adjust- 
ment of  issues  through  conference  and  discussion.  Wage 
scales  ought  not  to  find  any  place  in  such  an  agreement,  but  a 
uniform  method  of  fixing  wage  scales  periodically  through  a 
permanent  wage-scale  conference  board.  Local  agreements 
now  establish  local  working  conditions ;  so,  in  like  manner,  the 
National  Agreement  should  establish  the  principles  underlying 
those  working  conditions  which  tend  toward  harmony  and  the 
development  of  industrial  morale.  There  has  always  been  a 
wide  and  not  \ery  logical  variation  in  local  working  condition.s 
and  local  union  rules,  and  even  in  the  enforcement  of  the  same 
rules  by  different  local  unions.  The  Council  proposes  for  itself 
the  task  of  studying  the  whole  question  of  apprenticeship,  ad- 
vancement, education,  and  qualification  of  local  restrictions 
placed  upon  the  use  of  traveling  cards,  of  waiting  and  traveling 
time  and  of  responsibility  for  defective  work. 

Through  proper  working  conditions  and  rules,  mechanics 
may  again  be  influenced  by  a  natund  desire  to  raise  the  stand- 
ards of  craftsmansliip  and  of  the  service  which  they  render  to 
the  public  through  the  employer,  and  thus  create  a  growing 
public  demand  for  their  skill  and  for  the  technical  services  of 
their  selling  agent,  the  union-shop  employer. 
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One  of  the  chief  accomplishments  of  the  Council  is  in- 
tangible in  its  nature.  The  representatives  of  the  employers 
and  the  unions  by  getting  together  in  an  informal  way  around 
the  table  and  discussing  frankly  without  heat  or  passion  the 
many  perplexing  problems  in  which  both  groups  are  vitally 
interested  have  developed  an  industrial  goodwill  and  respect 
for  one  another's  opinions  which  are  of  material  assistance  in 
laying  the  foundation  for  better  industrial  relations  throughout 
the  whole  industry.  Their  method  is  the  joint  investigation  of 
the  facts,  and  working  out  the  elaboration  of  a  constructive  in- 
dustrial program  on  the  basis  of  the  facts. 

The  Council  plan  I  have  just  described  has  been  approved 
by  three  successive  annual  conventions  of  the  National  Asso- 
ciation of  Electrical  Contractors  and  by  two  biennial  conven- 
tions of  the  International  Brotherhood.  It  would  seem  that  the 
Council  had  been  well  established ;  but  in  the  ranks  of  both 
national  organizations  there  are  many  intransigents  who  fail 
to  envisage  the  meaning  of  and  to  appreciate  the  advantages 
to  be  derived  from  sympathetic  cooperation  between  contented 
labor  and  fair-dealing  employer.  The  straight-seeing  employer 
of  labor  knows  that  fair  wages,  good  conditions,  and  security 
of  employment  lead  the  worker  to  contentment,  and  content- 
ment leads  to  craftsmanship,  and  craftsmanship  leads  to  pro- 
duction on  a  scale  unknown  under  different  and  adverse  con- 
ditions. Many  employers  say,  "  When  the  labor  unions  clean 
house,  we'll  do  business  with  them."  No  one  will  deny  that 
labor  unions  would  immensely  improve  their  position  if  their 
house  were  cleaned;  but  it  is  only  fair  by  way  of  giving  the 
retort  courteous,  to  state  the  common  law  maxim:  "  He  who 
would  seek  equity,  must  come  into  court  with  clean  hands." 

To  answer  caviling  criticism,  and  to  state  more  clearly  the 
essence  of  the  Council  idea,  the  following  statements  of  what 
the  Council  is  and  what  the  Council  is  not  are  set  down  in 
opposition : 

It  is  not  an  organization  possessed  of  mandatory  powers. 

It  is  an  agency  for  promoting  harmony,  good-will  and  co- 
operation. 

It  is  not  an  organization  for  unionizing  employees  where 
unions  do  not  exist. 
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It  is  an  ag-cncy  for  the  peaceful  settlement  of  industrial 
disputes. 

It  is  not  an  organization  for  the  establishment  of  a  national 
wage. 

It  is  an  agency  for  promoting  the  unification  of  tlie  funda- 
mentals of  labor  agreements. 

It  is  not  an  organization  seeking  power  in  order  to  dominate. 

It  is  an  agency  for  the  promotion  of  the  common  welfare 
by  the  elimination  of  strife. 

It  is  not  an  organization  for  the  primary  purpose  of 
settling  disputes. 

It  is  an  agency  for  removing  the  cause  of  dispute. 

It  is  not  an  organization  for  protecting  the  rights  and  im- 
munities of  labor  unions ;  it  is  not  an  organization  for  protecting 
the  rights  and  privileges  of  employers. 

It  is  an  organization  which  designs  to  do  justice  between 
employer  and  employee,  to  foster  a  spirit  of  good-will,  to  build 
an  industry  whose  right  hand  is  direction  and  whose  left  hand 
is  execution,  where  each  hand  knows  the  mind  that  directs  the 
other  and  hence  both  are  in  perfect  tune  and  accord. 

As  the  name  implies.  The  National  Association  of  Electrical 
Contractors  and  Dealers  numbers  among  its  members  those 
whose  chief  business  is  the  construction  of  electrical  installa- 
tions, large  and  small,  as  well  as  those  whose  chief  business  is 
the  retail  distribution  of  electrical  merchandise.  The  interests 
of  these  two  groups  are  divergent  and  hence  any  labor  policy  is 
difficult  if  not  impossible  to  frame  to  which  all  can  subscribe 
with  that  degree  of  enthusiasm  requisite  for  success.  So,  also, 
the  group  whose  chief  business  is  the  construction  of  electrical 
installations  is  again  divided  into  two  divisions,  one  believing 
implicitly  in  the  open  shop  and  one  adhering  to  the  union  shop, 
either  from  choice  or  from  necessity.  On  the  union  side  in 
some  localities,  local  union  officers  believe  the  unhampered 
progress  of  the  Council  will  diminish  local  autonomy  and  lessen 
the  prestige  of  local  union  leaders  with  correspondingly  les- 
sened opportunities.  Under  these  conditions  the  progress  of 
the  Council  on  Industrial  Relations  is  hedged  about  with  per- 
haps unusual  difficulties.  Notwithstanding  these  difficulties, 
the  Council  has  made  great  progress;  but  it  remains  to  be  seen 
whether  the  path  of  the  Council  will  be  increasingly  beset  with 
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bunkers  and  hazards  or  whether  the  path  will  emerge  and 
follow  the  fairway. 

The  one  great  interest  the  Council  is  striving  for  is  the  en- 
thronement of  reason  where  prejudice  now  exists  and  the  sub- 
stitution of  the  harmonic  sense  for  discord.  This  is  our 
common  interest  and  you  will  at  once  perceive  that  the  interest 
is  complex  and  full  of  cross-currents  of  individual  interests  at 
variance  with  the  direction  of  the  grand  common  purpose.  In 
proportion  as  these  cross-currents  of  individual  interests  are 
allowed  full  play,  the  industry  is  in  danger  of  failing  to  reach 
its  objective. 

Our  common  interest  therefore  demands  organization,  or- 
ganization demands  direction,  and  direction  demands  confer- 
ence, conference  demands  compromise,  compromise  demands 
self-subordination,  and  self-subordination  demands  courage  of 
the  highest  order. 
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INDUSTRIAL  RELATIONS  WITHIN  THE 

LEATHER  GOODS  INDUSTRY 

S.  J.   PROKESCII 
Of  Bobbins  and  Prokoech,  New  York  City 

THE  manufacture  of  small  leather  goods  was  in  its  infancy 
in  this  country  at  the  time  when  the  first  union  of  its 
workers  was  organized  in  this  city  in  February,  1886. 
After  eight  months  of  struggle  to  obtain  recognition  from  the 
employers,  the  union  collapsed.  Another  attempt  to  organize 
was  made  in  the  spring  of  the  following  year  under  the  auspices 
of  the  Knights  of  Labor.  The  main  feature  of  this  organiza- 
tion was  the  attempt  to  solve  the  problem  through  a  cooper- 
ative factory.  After  about  ten  months  the  factory  was  sold  to 
a  private  individual,  without  any  salvage  to  the  members  of  the 
union  who  loaned  the  original  sum  of  money  to  start  the  busi- 
ness. The  charter  of  this  assembly  was  given  up  some  time 
in  1888. 

From  that  time  until  1904  various  attempts  were  made  to  or- 
ganize the  leather  goods  workers,  and,  as  heretofore,  the  main 
instrument  to  force  recognition  was  tlie  individual  factory 
strike.  The  first  general  strike  of  the  most  skilled  branch  of 
the  industry,  the  framers,  took  place  in  the  summer  of  1905, 
and  proved  unsuccessful. 

In  1910  the  first  attempt  was  made  to  form  a  union  on  an 
industrial  basis — "  One  Big  Union  " — in  preparation  for  a 
general  strike  throughout  the  entire  industry.  An  eight-week 
strike  ended  in  October  of  the  following  year  (1911),  with 
disastrous  effects  upon  tlie  workers.  The  union  fell  to  pieces 
and  the  di.sbandment  of  the  Manufacturers'  Association  fol- 
lowed shortly  after. 

In  191 6  the  workers  organized  once  more.  Hour^  of  work 
were  reduced  and  wages  increased  through  organized  pressure 
in  individual  .<;hops.  Gradually  employers  and  employees  be- 
gan to  deal  with  one  another  through  slinp  committers,  and  the 
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union   business   agent  made  his   occasional   appearance   with 
marked  success. 

Once  more  impatience  became  master  of  the  situation.  The 
influence  which  had  dominated  the  workers  since  1904  again 
blocked  the  natural  development  of  the  relationship,  and  once 
more  induced  them  to  abandon  evolution  for  the  short-cut  of 
revolution,  with  the  same  result  as  heretofore.  This  time, 
however,  both  the  union  and  the  manufacturers  continued  their 
respective  organizations.  The  union,  under  new  leadership, 
made  untiring  efforts  to  gain  recognition  without  a  strike.  The 
success  that  followed,  in  the  fall  of  191 8,  vindicated  the 
method  employed  by  the  new  leader. 

A  collective  agreement  was  entered  into  with  a  group  of 
twenty  manufacturers,  and  individual  agreements  were  signed 
with  the  others. 

In  19 1 9,  after  several  sessions,  the  Association  and  the  Union 
broke  off  negotiations.  In  order  not  to  be  compelled  to  accept 
unconditionally  the  new  demands  made  by  the  Union,  eighteen 
independent  manufacturers  formed  a  group  for  the  purpose  of 
negotiating  an  agreement,  and  at  the  first  session  of  the  joint 
committee  the  foundation  for  constructive  work  was  laid.  The 
spokesman  for  the  manufacturers  in  his  opening  remarks  ap- 
pealed to  the  Union  not  to  take  undue  advantage  of  the  con- 
ditions that  then  favored  them,  as  such  gains  could  at  best  be 
only  temporary ;  the  workers  should  look  further  ahead  and 
lay  a  foundation  which  would  make  it  possible  for  the  Union 
to  endure  when  conditions  were  reversed.  The  spokesman  for 
the  Union  in  his  reply  commended  in  an  appreciative  manner 
the  suggestion  of  the  other  side,  which  he  cheerfully  accepted 
for  the  Union,  and  asked  the  manufacturers  in  turn  not  to  for- 
get the  Union's  attitude  at  some  later  date,  when  conditions 
might  be  more  favorable  to  the  employers  than  to  the  workers. 
Through  the  efforts  of  some  members  of  the  Association  and 
the  independent  group,  negotiations  were  reopened  between  the 
permanent  Association  and  the  Union,  and  an  agreement  was 
reached  to  accept  the  sam^  conditions  as  the  independent  group 
should  have  worked  out.  Shortly  after  the  signing  of  the 
191 9  agreement  the  independent  group  merged  with  the  As- 
sociation and  in  the  new  executive  board,  then  elected,  were  the 
three  most  active  members  of  the  independent  group. 
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The  Association  has  a  membership  of  6o  firms  and  corpo- 
rations located  in  Greater  New  York  and  vicinity,  employing 
about  4000  workers.  All  other  manufacturing  establishments, 
not  members  of  the  Association,  are  estimated  to  be  about  140 
in  number,  employing  about  3000  j)eoplc.  Of  these  about  1 00, 
with  about  2200  employees,  are  organized,  whereas  40,  em- 
ploying about  800,  are  not  organized.  Scattered  throughout 
the  United  States,  outside  of  Greater  New  York  and  vicinity, 
are  about  50  factories  employing  about  1500  workers. 

Now,  as  to  the  main  opportunity  afforded  by  the  agreement 
for  developing  the  spirit  of  cooperation,  the  first  I  would  speak 
of  is  the  provision  for  adjustment  of  complaints.  The  agree- 
ment provides  that  all  complaints  shall  first  be  referred  to  the 
chief  clerks  of  the  Association  and  of  the  Union,  whose  decision 
is  to  be  final.  In  case  of  a  disagreement,  the  matter  shall  be 
referred  to  the  joint  grievance  board,  composed  of  three  em- 
ployers and  three  Union  members,  and  in  turn  their  decision 
is  to  be  final.  Should  they,  however,  disagree,  as  a  last  step  in 
the  procedure,  an  outside  person  selected  by  both  parties  shall 
review  the  case,  his  decision  to  be  binding  on  both  parties. 

The  joint  board  functions  as  an  impartial  court.  From  the 
start  it  adopted  the  policy  that  all  decisions  should  be  of  a 
corrective  rather  than  of  a  punitive  nature.  This  principle  was 
developed  more  and  more  as  the  members  of  the  board  gained 
in  experience  and  as  they  learned  to  scrutinize  the  evidence 
and  distinguish  the  truth  from  the  sham. 

As  in  all  cases  when  two  parties  find  themselves  compelled 
to  go  to  court,  deep-seated  prejudice  and  hatred  dominate  their 
minds,  and  prevent  the  one  from  seeing  the  justice  of  the 
other's  claim,  or  recognizing  the  fact  that  he  himself  might  have 
been  a  contributory  cause  of  the  other's  improper  conduct.  The 
board's  task  was  to  analyze  theje  points,  whenever  practical, 
and  in  a  clarified  form  bring  them  home  to  both  parties.  This 
proved  a  very  effective  method  of  creating  a  better  understand- 
ing between  employer  and  employee. 

The  greatest  beneficiaries  of  this  procedure  were  the  mem- 
bers of  the  board  themselves  and  particularly  the  Union  mem- 
bers. In  fact  so  marked  was  the  confidence  felt  by  each  side 
in  the  other  that  it  did  not  appear  at  all  strange  when  the 
Union  members  of  the  board  nominated  an  employer  as  chair- 
man of  the  joint  board. 
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I  will  cite  one  instance  of  how  a  case  was  disposed  of,  which 
will  give  a  clear  understanding  as  to  the  effectiveness  of  the 
method  pursued.  On  one  occasion  the  officials  of  the  Union 
complained  to  the  grievance  board  about  a  certain  employer 
who  was  rude  and  used  very  objectionable  language  to  the 
Union  representatives  whenever  they  had  occasion  to  visit  his 
factory  on  business.  They  said  that  in  order  not  to  lose  their 
self-respect  they  would  have  to  prefer  charges  against  him,  but 
before  doing  so,  they  desired  to  bring  the  matter  to  the  board's 
attention,  to  elicit  perchance  some  suggestion  of  another  remedy 
to  correct  the  evil.  The  employers  asked  that  the  matter  be 
left  in  abeyance  until  they  had  an  opportunity  to  speak  to  the 
offender.  At  the  following  session  of  the  grievance  board  the 
Union  officials  reported  the  marked  change  in  the  demeanor  of 
this  particular  employer.  They  wanted  to  know  what  we  had 
done  to  accomplish  such  a  complete  change  of  heart.  All  we 
had  done  was  to  spend  about  three  hours  in  education  rather 
than  any  time  in  wrangling  with  the  other  side  as  to  what  the 
adequate  punishment  should  be. 

The  proceedings  of  the  grievance  board  were  not  conducted 
under  any  stringent  rules  or  formalities,  as  far  as  the  taking  of 
evidence  was  concerned.  The  witness  was  permitted  to  tell 
his  story  freely  without  any  interruption  until  he  had  finished. 
The  workers  were  made  to  feel  at  home,  as  though  they  were 
only  in  the  midst  of  their  own  comrades.  When  one  felt  em- 
barrassed to  testify  against  an  employer  in  his  presence,  or  in 
the  presence  of  a  rigid  foreman,  a  little  tact  was  used  to  bring 
about  the  proper  freedom  of  action  without  harming  the  court's 
decorum  or  the  future  relationship  of  employer  and  employee. 

Since  the  court  acted  as  a  unit  representing  the  trade,  which 
term  was  always  understood  to  mean  both  the  workers  and 
the  employers,  both  being  represented,  all  expenses  incurred 
by  the  board  were  paid  by  both  organizations,  share  and  share 
alike.  Discharge  or  stoppage  cases  had  the  preference  before 
the  grievance  board  and  were  taken  up  within  about  forty- 
eight  hours  after  the  complaint  was  made  and  proper  notifica- 
tion given.  If  a  delay  in  hearing  the  case  was  caused  by  the 
officials  of  either  organization  or  by  any  member  of  the  board, 
such  extra  time  lost  by  the  worker  was  paid  to  him  jointly  by 
the  board.     To  give  a  typical  case;  a  worker  was  discharged 
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(in  ii  Monday  for  disobeying  shop  rules.  The  case  should  have 
been  heard  the  following  Thursday  at  the  latest,  but  for  some 
reason  or  other  the  board  did  not  meet  until  the  Tuesday  of  the 
following  week.  If  the  employer's  action  was  upheld,  the 
worker  lost  the  time  from  Monday  till  the  following  Thursday; 
if  the  discharge  was  not  a  justified  one  and  the  worker  was 
reinstated,  the  employer  had  to  pay  to  the  worker  his  time  lost 
from  Monday  till  Thursday,  and  in  either  case  the  board  paid 
the  worker  for  his  lost  time  from  Thursday  till  Tuesday  of  the 
following  week.  The  reason  for  this  is  obvious.  It  is  not 
always  possible  to  explain  the  reason  for  the  court's  delay  to 
the  appellants  (and  particularly  to  the  worker,  who  suffers  an 
irreparable  loss  by  such  delay)  in  a  manner  that  will  hold  his 
allegiance  to  the  cause  of  law  and  order  in  the  industry.  For 
it  must  not  be  lost  sight  of  that  the  court  is  after  all  of  a  quasi - 
voluntary  nature. 

All  cases  but  two  which  came  before  the  grievance  board 
were  decided  unanimously.  On  these  two  there  Wcis  a  distinct 
disagreement.  In  one  of  these  cases  the  Union  availed  itself 
of  its  right  to  take  the  matter  to  an  impartial  arbitrator  who, 
after  carefully  reviewing  the  evidence  and  listening  to  the 
arguments  on  both  sides  of  the  grievance  board,  and  after  ques- 
tioning both  the  discharged  worker  and  the  employer,  upheld 
the  opinion  of  the  employers  on  the  board. 

The  sessions  usually  lasted  until  after  midnight  and  the 
nature  of  the  discussion,  after  all  the  evidence  was  in,  was  like 
that  of  the  arguments  that  occur  in  a  locked-in  jury — one 
group  usually  tried  to  convince  the  other  group,  in  order  to 
come  to  an  agreement. 

The  employers'  side  had  a  pennanent  committee,  but  the 
Union  often  changed  its  members  and,  therefore,  much  time 
was  consumed  in  explaining  to  the  new  members  the  principles 
on  which  their  body  worked.  As  time  went  on,  cases  increased 
in  number  and  the  calendar  became  congested,  which  made  it 
necessary  for  the  board  to  meet  often;  this  taxed  the  physical 
endurance  of  the  permanent  members  unduly.  The  first  at- 
tempt to  follow  the  Union  example  of  breaking  in  substitutes, 
convinced  the  permanent  members  of  the  danger  of  their  work's 
being  undone  in  a  short  time.  After  careful  deliberation  the 
Association  proposed  to  adopt  a  permanent  impartial  chairman 
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who  could  do  his  work  during  the  day.  It  was  not  a  very  easy 
task  to  convince  the  Union  of  the  necessity  of  taking  such  a  step. 
Their  spokesman  explained  that  their  membership  at  large  was 
reluctant  to  intrust  their  vital  interests  to  a  perfect  stranger, 
since  they  had  gained  full  confidence  in  the  grievance  board, 
as  it  was  composed. 

The  Union  finally  agreed,  with  the  conditions,  however,  that 
the  grievance  board  should  remain  and  it  should  be  optional 
with  either  side  to  have  any  case  which  they  desired  brought 
before  the  grievance  board  instead  of  the  impartial  chairman. 
This  was  later  found  impractical,  and  it  was  finally  agreed 
to  give  the  impartial  chairman  the  authority  to  decide 
whether  a  case  should  be  received  by  him  or  should  go  to  the 
grievance  board  instead. 

Decisions  of  the  grievance  board  served  as  precedents  for 
later  cases,  as  these  decisions  really  were  definitions  of  the  law 
as  covered  by  the  agreement,  or  rulings  established  from  time 
to  time  by  the  arbitration  board  on  such  points  as  were  not 
covered  by  the  agreement.  The  impartial  chairman  made  a 
study  of  some  important  decisions  and  also  read  all  the  minutes 
of  the  conferences  on  the  1920  agreement.  This  enabled  him 
to  follow  the  same  course  and  made  his  office  a  success,  so  that 
after  ten  months  of  service,  neither  side  has  any  cause  to  regret 
the  step. 

The  arbitration  board  was  a  medium  through  which  real 
cooperation  was  furthered,  not  sO'  much  as  regards  what  was 
really  accomplished,  but  as  regards  the  method  used.  Coercion 
was  avoided  by  both  sides  and  the  rule  of  reason  followed. 
This  was  made  possible  first  by  discarding  the  usual  method 
of  employing  attorneys.  We  met  face  to  face  and  argued  the 
measures  proposed  in  a  frank  manner.  Secondly,  our  pro- 
ceedings more  and  more  assumed  the  nature  of  those  of  a 
joint  legislative  body,  rather  than  of  collective  bargaining. 
We  came  together  to  legislate  for  the  industry,  and  not  to 
bargain  as  in  most  other  industries.  The  old  type  of  labor 
leader  considered  collective  bargaining  as  a  goal,  but  in  fact 
it  is  nothing  more  than  a  barter  of  organized  power  on  either 
side,  with  circumstances  throwing  the  favor  to  one  side  or  the 
other.  It  leads  nowhere.  Joint  legislation  means  construc- 
tive work. 
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on  a  Monda}'  for  disobeying  shop  rules.  Tiie  case  should  have 
been  heard  the  following  Thursday  at  the  latest,  but  for  some 
reason  or  other  the  board  did  not  meet  until  the  Tuesday  of  the 
following  week.  If  the  employer's  action  was  upheld,  the 
worker  lost  the  time  from  Monday  till  the  following  Thursday; 
if  the  discharge  was  not  a  justified  one  and  the  worker  was 
reinstated,  the  employer  had  to  pay  to  the  worker  his  time  lost 
from  Monday  till  Thursday,  and  in  either  case  the  board  jjaid 
the  worker  for  his  lost  time  from  Thursday  till  Tuesday  of  the 
following  week.  The  reason  for  tliis  is  obvious.  It  is  not 
always  possible  to  explain  the  reason  for  tiie  court's  delay  to 
the  appellants  (and  particularly  to  the  worker,  who  suffers  an 
irreparable  loss  by  such  delay)  in  a  manner  that  will  hold  his 
allegiance  to  the  cause  of  law  and  order  in  the  industrv'.  For 
it  must  not  be  lost  sight  of  that  the  court  is  after  all  of  a  quasi - 
voluntary  nature. 

All  cases  but  two  which  came  before  the  grievance  board 
were  decided  unanimously.  On  these  two  there  was  a  distinct 
disagreement.  In  one  of  these  cases  the  Union  availed  itself 
of  its  right  to  take  the  matter  to  an  impartial  arbitrator  who, 
after  carefully  reviewing  the  evidence  and  listening  to  the 
arguments  on  both  sides  of  the  grievance  board,  and  after  ques- 
tioning both  the  discharged  worker  and  the  employer,  upheld 
the  opinion  of  the  employers  on  the  board. 

The  sessions  usually  lasted  until  after  midnight  and  the 
nature  of  the  discussion,  after  all  the  evidence  was  in,  was  like 
that  of  the  arguments  that  occur  in  a  locked-in  jury — one 
group  usually  tried  to  convince  the  other  group,  in  order  to 
come  to  an  agreement. 

The  employers'  side  had  a  permanent  committee,  but  the 
Union  often  changed  its  members  and,  therefore,  much  time 
was  consumed  in  explaining  to  the  new  members  the  principles 
on  which  their  body  worked.  As  time  went  on,  cases  increased 
in  number  and  the  calendar  became  congested,  which  made  it 
necessary  for  the  board  to  meet  often;  this  taxed  the  physical 
endurance  of  the  permanent  members  unduly.  The  first  at- 
tempt to  follow  the  Union  example  of  breaking  in  substitutes, 
convinced  the  permanent  members  of  the  danger  of  their  work's 
being  undone  in  a  short  time.  After  careful  deliberation  the 
Association  proposed  to  adopt  a  permanent  impartial  chairman 
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who  could  do  his  work  during  the  day.  It  was  not  a  very  easy 
task  to  convince  the  Union  of  the  necessity  of  taking  such  a  step. 
Their  spokesman  explained  that  their  membership  at  large  was 
reluctant  to  intrust  their  vital  interests  to  a  perfect  stranger, 
since  they  had  gained  full  confidence  in  the  grievance  board, 
as  it  was  composed. 

The  Union  finally  agreed,  with  the  conditions,  however,  that 
the  grievance  board  should  remain  and  it  should  be  optional 
with  either  side  to  have  any  case  which  they  desired  brought 
before  the  grievance  board  instead  of  the  impartial  chairman. 
This  was  later  found  impractical,  and  it  was  finally  agreed 
to  give  the  impartial  chairman  the  authority  to  decide 
whether  a  case  should  be  received  by  him  or  should  go  to  the 
grievance  board  instead. 

Decisions  of  the  grievance  board  served  as  precedents  for 
later  cases,  as  these  decisions  really  were  definitions  of  the  law 
as  covered  by  the  agreement,  or  rulings  established  from  time 
to  time  by  the  arbitration  board  on  such  points  as  were  not 
covered  by  the  agreement.  The  impartial  chairman  made  a 
study  of  some  important  decisions  and  also  read  all  the  minutes 
of  the  conferences  on  the  1920  agreement.  This  enabled  him 
to  follow  the  same  course  and  made  his  office  a  success,  so  that 
after  ten  months  of  service,  neither  side  has  any  cause  to  regret 
the  step. 

The  arbitration  board  was  a  medium  through  which  real 
cooperation  was  furthered,  not  so  much  as  regards  what  was 
really  accomplished,  but  as  regards  the  method  used.  Coercion 
was  avoided  by  both  sides  and  the  rule  of  reason  followed. 
This  was  made  possible  first  by  discarding  the  usual  method 
of  employing  attorneys.  We  met  face  to  face  and  argued  the 
measures  proposed  in  a  frank  manner.  Secondly,  our  pro- 
ceedings more  and  more  assumed  the  nature  of  those  of  a 
joint  legislative  body,  rather  than  of  collective  bargaining. 
We  came  together  to  legislate  for  the  industry,  and  not  to 
bargain  as  in  most  other  industries.  The  old  type  of  labor 
leader  considered  collective  bargaining  as  a  goal,  but  in  fact 
it  is  nothing  more  than  a  barter  of  organized  power  on  either 
side,  with  circumstances  thro  win  (t  the  favor  to  one  side  or  the 
other.  It  leads  nowhere.  Joint  legislation  means  construc- 
tive work 
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To  the  employers  represented  on  the  arbitration  board  is 
due  the  credit  for  propagating  this  thought.  As  the  sj)okes- 
man  for  the  employers  stated  on  one  occasion,  although  no  one 
can  venture  to  say  what  kind  of  a  relationship  of  capital,  man- 
agement and  labor  may  be  exj)cctcd  as  an  ultimate  result  of 
joint  legislation  in  industry,  yet  in  advocating  it  we  are  not  at 
all  apprehensive  as  to  the  future  of  our  class;  for,  whatever 
eventuates  will  be  brought  about  as  a  result  of  our  cooperation 
and  not  forced  upon  us  by  a  dictatorship.  We  both  recognize 
the  fact  that  all  is  not  well  in  the  present  system  in  industry, 
where  one  class  controls  the  sole  economic  destiny  of  the  other; 
and  it  can  be  of  no  advantage  to  humanity  at  large  to  change 
that  control  from  one  class  to  another. 

Therefore,  we  try  to  learn  to  do  things  together.  \Vc  pay 
jointly  for  services  received  jointly,  such  as  the  those  of  the 
impartial  chairman,  the  stenographic  reports  of  our  confer- 
ences, and  so  on.  We  also  stand  on  record  both  jointly  and 
separately,  pledged  to  establish  a  joint  employment  bureau, 
to  be  controlled  and  financed  by  a  joint  emj^loyment  committee. 

The  machinery  does  not,  however,  work  altogether  without 
a  hitch.  The  ultra-conservatives  on  the  one  side  and  the  ultra- 
radicals on  the  other  side,  are  not  idle.  During  the  last 
conferences  the  endurance  of  the  members  on  both  sides  who 
stood  for  cooperation  and  peace  was  put  to  a  severe  test. 

The  need  of  education  on  both  sides  is  apparent.  But  if 
I  were  asked  on  which  side  education  would  do  the  most 
good  for  the  promotion  of  cooperation  in  industrial  relations, 
I  would  say,  on  the  employers'  side.  An  up-to-date  manu- 
facturer holds  conferences  with  his  purchasing  and  sales  forces, 
not  to  dictate  to  them  his  policy,  but  for  the  purpose  of  de- 
veloping in  accord  with  them  a  policy  prompted  by  their 
several  experiences,  each  being  stimulated  to  promote  his 
personal  interests  by  joint  action.  Why  neglect  the  most  vital 
and  intricate  branch,  the  producers? 


DISCUSSIOIf 

(CONDEN&EB) 

G.   J.    ANDERSON 
Managing  Director,  N.  Y.  Employing  Priaters'  Aj»o«iatio«f  laa. 

The  common  theme  running  through  the  foregoing  papers  oa 
"Industry-wide  Cooperation" — or  to  revive  Mr.  Bryan's  famoua 
phrase,  "  The  paramount  issue  " — may  be  summed  up,  so  it  appears 
to  me,  in  the  fact  that  our  present  task  is  to  introduce  goyemmemt 
into  industry.  Speaking  for  myself,  as  I  work  from  day  to  day  witk 
the  largest  employers'  organization  of  its  kind  on  one  side,  and  with 
a  dozen  large  trade  unions  on  the  other,  I  try  to  test  each  step  as  to 
how  it  advances  or  retards  the  progress  of  government  in  industry. 

It  is  certain  that  the  problem  is  far  from  simple,  as  anyone  will 
discover  who  may  attempt  to  hand  a  ready-made  system  of  govern- 
ment to  any  industry.  To  say  that  we  must  introduce  government 
into  industry,  is  not,  of  course,  to  say  that  no  government  of  any 
kind  is  now  at  work. 

I  admit  that  all  industry  is  not  in  a  state  of  anarchy.  We  hare 
various  forms  of  Government  existing.  We  have  the  military  form 
of  Government  where  the  army  is  actually  in  the  trenches,  as  in  West 
Virginia.  We  have  a  state  of  armistice  when  strong  employers' 
organizations  and  strong  unions  rest  on  their  arms  temporarily. 
Sometimes  we  have  an  army  of  occupation  by  either  side.  We  als« 
have  the  status  of  political  confusion  where  they  are  engaged  in  a 
struggle  for  party  power. 

The  papers  presented  at  this  session  of  the  Academy  have  informed 
US  about  industries  where  at  least  the  start  has  been  made  to  intro- 
duce what  I  have  called  Government  in  industry.  Now,  I  cannot 
see  how  anyone  can  stand  before  a  group  of  American  people  and 
subscribe  to  any  other  kind  of  Government  in  industry  than  a  demo- 
cratic government.  In  other  words,  Government  in  industry,  like 
our  own  Government,  will  have  to  be  based  upon  principles  of 
consent. 

Yet  when  I  speak  of  democracy  in  industry,  I  do  not  feel  that 
it  is  possible  to  run  industry  with  all  its  complicated  processes  and 
its  burden  of  production  on  the  basis  of  a  mass  meeting.  Industry 
in  its  essential  needs  from  day  to  day  is  much  more  like  an  army 
than  it  is  like  an  assembly.  The  need  for  action,  the  need  for  disci- 
pline, the  need  for  the  prompt  execution  of  orders,  are  almost  sinai- 
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lar  to  the  military  state.  And  yet  it  is  different  enough  and  its  ends 
affect  such  a  large  number  of  people  that  the  principle  of  consent 
must  at  least  be  recognized,  formulated  and  introduced  to  some 
extent. 

That  is  an  easy  thing  to  say  and  a  very  difficult  thing  to  provide, 
but  after  hearing  about  these  very  hopeful  experiments,  in  the  four  or 
five  different  industries,  which  have  been  described  in  the  foregoing 
papers,  it  seems  to  me  that  if  we  watch  the  progress  and  evolution 
of  such  experiments,  they  will  point  the  way  toward  a  state  of  Gov- 
ernment in  industry  where  the  duties  of  men  and  the  rights  of  men 
can  be  reconciled,  at  least  sufficiently  to  substitute  a  rule  of  reason 
for  a  rule  of  force. 
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IN  INDUSTRY 

HON.   HERBERT  C.   HOOVER 
Secretary  of  Commerce 

THERE  are  two  problems  uppermost  in  the  mind  of  the 
country  today — limitation  of  armament  in  both  inter- 
national and  industrial  relations.  There  is  a  definite 
analogy  in  the  mental  processes  and  the  problems  of  these  two 
issues.  In  one  case  it  is  the  consideration  of  international  war, 
but  in  the  other  case  we  are  concerned  with  an  equally  destruc- 
tive economic  war. 

We  are  all  looking  for  a  way  out.  We  want  disarmament 
in  both  these  arenas  of  combat.  We  want  disarmament  not 
alone  because  of  the  saving  of  taxes  and  of  waste,  not  alone 
because  we  wish  to  secure  increased  production  and  higher 
standards  of  living,  but  also  because  the  march  of  civilization 
will  proceed  only  so  fast  as  we  can  find  tranquility^  in  both 
these  directions. 

These  issues  are  more  dominant  today  simply  because  the 
advance  of  scientific  knowledge  and  mechanical  equipment,  and 
the  complexity  of  our  interdependence,  are  such  as  to  render 
warfare  in  either  of  these  fields  infinitely  more  destructive  year 
by  year. 

We  all  realize  that  we  cannot  expect  complete  disarmament 
in  either  international  or  industrial  relations  until  we  have 
either  advanced  to  ultimate  good  will  or  replaced  settlement  by 
combat  by  processes  for  determination  and  enforcement  of 
justice.  It  is  easy  to  state  such  aibstract  principles.  It  is  not 
easy  to  organize  good  will,  nor  is  it  easy  to  discover  the  machin- 
ery for  determining  justice  and  the  means  of  its  enforcement. 

These  things  cannot  be  found  through  empirical  formulae; 
they  can  only  be  dealt  with  through  the  growth  of  ideas  and  of 
institutions  expressing  these  ideas.  We  require  the  develop- 
ment of  social  thought,  of  social  ideals,  and  that  requires  time 
and  patience.  Ideas  and  their  translation  into  institutions  grow 
by  small  accretions  and  the  growths  can  be  accelerated  by  so- 
cieties such  as  this,  where  the  experience  of  the  day  is  mobilized 
and  reviewed,  where  false  notions  are  sifted  out  and  points  of 
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departure  made  for  further  thought.  Most  of  these  ideas  must 
find  their  realization  in  the  industrial  community  itself — it  i» 
indeed  infinitely  better  that  they  should — and  some  others  of 
them  will  intrude  themselves  into  the  area  of  government 
whether  we  welcome  them  or  not. 

One  idea  of  this  order  that  I  believe  to  be  steadily  developing 
in  the  community  is  a  demand  for  differentiation  between  the 
basis  of  settlement  of  conflicts  between  emjiloyers  and  emjdoyees 
in  two  different  categories  of  industry.  First,  the  category  of 
industries,  such  as  transportation  and  the  coal  industry,  where 
the  continuous  oj^eration  is  vital  to  the  life  and  safety  of  the 
community,  where  there  is  no  alternative  to  some  substitute 
ser\icc;  and  second,  the  category  of  industries  the  continuous 
operation  of  which  may  be  interrupted  without  inijjcriling 
the  life  of  the  community.  The  public  takes  but  a  secon- 
dary interest  in  the  conflicts  that  arise  in  the  last  group.  It  is 
impatient  to  find  solution  of  conflicts  in  the  first  group. 

There  is  a  rising  tide  of  feeling  in  the  matter  because  we 
have  a  growing  centralization  of  population  in  limited  areas 
with  a  dependence  upon  transportation  and  coal  for  the  clock- 
work movement  of  economic  life,  in  which  any  stoppage  brings 
immediate  suffering  and  even  ultimate  peril  to  the  community. 

We  have  seen  the  growth  of  organization  on  the  part  of 
both  employers  on  one  side  and  employees  on  the  other  until 
they  have  reached  a  national  basis  and  their  very  discussions 
now  send  economic  shivers  through  the  whole  community  even 
though  they  have  no  intent  to  engage  in  battle.  The  public  is 
coming  to  believe,  whether  justifiably  or  not,  that  in  this 
mobilization  on  both  sides  there  may  yet  be  a  tendency  on  the 
part  of  these  organizations  to  come  to  terms  on  such  a  basis  as 
will  pass  their  mutual  charges  on  to  the  public. 

As  a  result  of  these  things  we  have  seen  the  gradual  extension 
of  the  arm  of  the  public  to  these  disputes,  through  both  adminis- 
trative and  legislative  action.  We  also  witness  this  extension 
of  public  interest  bitterly  resented  both  by  the  employers  and 
employees.  The  instinct  of  the  public  is  self-preservation  first 
and  last.  Where  one  or  two  per  cent  of  the  whole  poj)ulation 
may  jeopardize  the  comfort  and  security  of  the  other  ninety- 
eight  per  cent,  I  do  not  believe  that  they  can  he  restrained  from 
exerting  a  commanding  voice  however  much  it  may  be  resented 
by  either  side. 
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The  thing  that  must  concern  us  all  is  that  the  entrance  of  the 
third  party  into  these  disputes  shall  be  in  such  form  that  it  does 
not  increase  ill  will,  that  it  shall  be  in  such  form  as  will  secure 
justice  and  preserve  the  verj^  foundations  of  initiative  and  that 
t}"pe  of  American  individualism  upon  which  our  whole  social 
system  is  based.  It  must  recognize  the  fundamental  necessity 
of  building  up  good  will  itself. 

One  of  the  causes  of  ill  will  that  weighs  heavily  upon  the 
community  is  the  whole  problem  of  unemployment.  The  recent 
-conference,  while  dealing  mainly  with  emergency-  matters,  was 
concerned  with  nothing  more  earnestly  than  with  the  necessity 
of  developing,  first,  further  remedies  for  the  vast  calamities 
of  unemployment  in  the  cyclic  periods  of  depression,  and 
second,  some  assurance  to  the  individual  of  reasonable  economic 
.security — to  remove  the  fear  of  total  family  disaster  in  loss  of 
the  job.  I  am  not  one  who  regards  these  matters  as  insoluble. 
Thirty  years  ago  our  business  community  considered  the  cyclic 
financial  panic  inevitable.  We  know  now  we  have  cured  it 
through  the  Federal  Reserve  system.  The  problem  of  un- 
employment requires  study ;  it,  like  our  banking  system,  requires 
a  solution  consonant  with  American  institutions  and  thought. 
I  know  of  no  European  plan  that  is  applicable  to  American  life. 
Many  American  industries  are  themselves  finding  solutions. 
There  is  a  solution  somewhere  and  its  working  out  will  be  the 
greatest  blessing  yet  given  to  our  economic  system,  both  to  the 
employer  and  the  employee.  There  are  involved  also  in  this 
great  question  of  unemployment  the  problems  of  seasonal  and 
intermittent  industr)'.  Some  of  them  are  incurable  but  some 
are  not  and  every  one  cured  is  a  contribution  to  the  .solution  of 
these  matters.  An  exhaustive  study  of  these  problems  on  a 
national  scale  is  being  undertaken  by  the  President's  Unem- 
ployment Conference  and  this  study  will  be  carried  on  by 
men  active  in  industry  itself. 

In  industry  as  a  whole  it  seems  to  me  that  the  Industrial  Con- 
ference expressed  the  key  to  all  advance  in  these  relationships: 
"  It  is  idle  wholly  to  deny  the  existence  of  conflicting  interests 
between  employers  and  employees.  But  there  are  wide  areas 
of  activity  in  which  their  interests  coincide.  It  is  the  part  of 
statesmanship  to  organize  identity  of  interest  where  it  exists 
in  order  to  reduce  the  area  of  conflict." 
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(4)  A  reasonable  share,  with  the  employer,  in  determining 
the  conditions  of  work. 

(5)  An  interest  in  the  prosperity  of  the  industry  in  which 
he  is  engaged. 

Are  these  claims  such  as  employers  can  rightly  entertain  ? 
Before  we  seek  to  answer  that  question  may  I  suggest  that  it  is 
essential  to  approach  its  consideration  with  perfectly  open 
minds.  It  may  be  difficult  for  us  to  do  this,  because  all  our 
lives  the  economic  relations  of  employer  and  worker  have  fol- 
lowed certain  clearly  defined  traditions,  and  these  have  become 
so  fixed  that  they  almost  seem  to  be  an  intrinsic  and  unalterable 
part  of  industry.  Moreover,  they  are  closely  associated  with 
the  wonderful  industrial  developments  of  the  last  seventy  or 
eighty  years.  It  is  obvious  that  we  cannot  abandon  or  even 
modify  them  in  a  careless,  irresponsible  fashion  and  it  has  often 
been  argued  that  any  interference  with  them  might  handicap 
industrial  progress  or  even  render  it  impossible. 

Yet,  today,  that  argument  fails  to  convince  the  impartial 
observer  who  sees  to  what  an  extent  progress  is  already  checked 
and  paralyzed  by  the  perpetual  struggle  between  Capital  and 
Labor.  It  is  up  to  us  as  employers,  by  one  means  or  another, 
to  get  industry  into  sound  working  trim;  and  if  we  find  that 
nineteenth-century  methods  will  not  fit  twentieth-century 
needs,  we  can  but  say:  "After  all,  we  are  not  living  in  the 
nineteenth  century!  " 

Returning  now  to  the  claims  formulated  above,  let  us  examine 
them  seriatim. 

I .    Wagres 

I  think  wc  shall  agree  that  no  scheme  of  industry  can  be 
regarded  as  satisfactory'  which  does  not  provide  minimum 
wages  for  workers  of  normal  ability  which,  in  the  case  of  a 
man  will  enable  him  to  marry,  to  live  in  a  decent  house,  and  to 
bring  up  a  family  of  average  size  in  a  state  of  physical  effi- 
ciency, whilst  leaving  a  margin  for  contingencies  and  recre- 
ation. Women  should  be  able  to  live  in  accordance  with  a 
similar  standard  of  comfort,  providing  for  themselves  alone. 

I  do  not  attempt  to  indicate  what  money  wage  would  be 
ncccssar\'  to  provide  such  a  standard  of  life,  but  there  is  no 
doubt  that  it  would  be  higher  than  is  paid  in  a  great  number 
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of  cases  to  unskilled  labor,  and  if  the  wages  of  unskilled  labor 
are  advanced  there  will  be  consequential  advances  in  the  higher 
grades  of  labor.  In  many  industries,  therefore,  it  may  be  as- 
sumed that  the  standard  would  necessitate  an  advance  in  wage 
rates  over  those  normally  paid. 

It  may  appear  Utopian  to  propose  such  a  course  at  a  time 
when  employers  generally  are  often  necessarily  engaged  in 
trying  to  get  wages  down  in  order  that  they  may  produce  goods 
at  prices  which  will  command  a  market.  I  do  not  for  one 
moment  suggest  that  it  would  be  possible  at  once  to  secure 
minimum  wages  in  accordance  with  the  standard  I  have  out- 
lined. What  I  am  asking  is  that  employers  should  themselves 
seek  to  raise  wages  as  soon  as  they  can  at  any  rate  to  the  stand- 
ard indicated,  and  should  regard  any  lower  one  as  unsatis- 
factory. It  would  have  an  immense  effect  on  the  relations  of 
employers  and  workers,  if  the  latter  felt  that  employers  were 
striving  to  raise  wages  independently  of  any  pressure  which 
Labor  might  exercise. 

Increased  wages  may  conceivably  come  from  three  sources. 
We  may  reduce  profits,  or  increase  prices,  or  increase  the  out- 
put of  wealth  per  worker,  whether  by  inducing  the  workers  to 
exert  greater  energy,  or  by  so  improving  industrial  processes 
and  organization  as  to  cause  each  unit  of  Labor  to  produce 
more. 

As  regards  the  reduction  of  profits,  there  may  be  whole  in- 
dustries so  favorably  circumstanced  that  they  could  afford  to 
raise  their  scale  of  wages  ver^^  substantially,  and  yet  earn  profits 
which  will  ensure  adequate  supplies  of  capital.  But  if  such 
industries  exist  they  are  certainly  exceptions. 

I  think  we  may  lay  down  the  principle  that  capital  must  re- 
ceive such  remuneration  as  will  attract  it  in  whatever  measure 
is  necessary  for  the  full  development  of  the  industry,  and  the 
first  claim  over  any  surplus  beyond  this  should  be  that  of  the 
workers  who  are  living  below  the  minimum  standard.  Speak- 
ing for  industry  generally,.  I  do  not  think  we  can  look  for  any 
important  source  of  increased  wages  out  of  profits. 

Raising  prices,  is,  of  course,  no  remedy,  for  we  are  dealing 
with  real  wages,  and  if  the  cost  of  living  goes  up  the  money 
income  necessary  to  maintain  a  given  standard  of  life  will  rise 
in  proportion. 
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We  must  fall  back,  then,  on  increasing  the  output  per  worker. 
I  think  undoubtedly  something  can  be  done,  certainly  in  Britain, 
by  methods  which  will  induce  the  workers  to  put  forth  greater 
efforts.  America  has  the  reputation  of  having  been  more  suc- 
cessful in  this  direction  than  we  have  in  Britain,  and  you  will 
know  much  better  than  I  do  how  far  one  may  rely  upon  this 
means  of  providing  the  revenue  necessar)'  to  pay  higher  wages. 
I  think  however  that  you  may  agree  with  me  that  when  every 
step  has  been  taken  in  this  direction  it  would  still  be  impos- 
sible in  some  industries  to  pay  the  wages  required,  and  that 
in  such  cases  the  main  source  of  revenue  must  come  from  the 
improvement  of  industrial  processes  and  administration.  Here 
the  possibilities  are  almost  unlimited,  and  I  suggest  that  it  is 
a  fundamental  duty  of  all  employers  by  rendering  their  in- 
dustr}'  more  efficient,  to  increase  the  output  per  worker  to  the 
point  that  will  allow  the  payment  of  such  minimum  wages  as 
I  have  indicated. 

Coming  now  to  a  practical  step,  I  suggest  that  it  would  not 
be  unreasonable  to  make  it  a  statutory  duty  for  all  emplo\-ers 
within  a  given  time,  to  raise  wages  in  their  industry'  to  that 
point.  In  Britain  we  are  moving  in  this  direction  through  the 
means  of  Trade  Boards,  which  are  fixing  minimum  wages,  but 
not  upon  any  clearly  defined  princij)le.  I  think  it  would  be 
quite  fair  to  say  to  an  industry  :  "  We  will  give  you  five  or  seven 
years  in  which  to  impro\e  your  industrial  methods  and  thus 
j)ay  the  minium  wages  required.  But  if  you  cannot  succeed  in 
doing  this  within  the  given  period,  your  industry'  will  be  re- 
garded as  parasitic,  and  the  community  will  not  sufTcr  if  it 
dies  out." 

2.   Reasonable  Hours  of  Work 

This  aspect  of  the  question  need  only  detain  us  for  a  moment. 
The  worker  may,  I  think,  claim  that  his  hours  of  work  shall 
allow  him  a  reasonable  leisure  for  recreation  and  self-ex- 
pression outside  the  factor^',  and  further  that  they  shall  not 
be  so  long  as  to  prejudice  his  health.  On  the  other  hand,  if  they 
are  too  short  it  will  be  impossible  to  raise  the  wcalth-j)roduction 
per  worker  to  the  point  necessary  to  enable  adequate  wages  to 
be  paid.  It  would  be  unwise  to  lay  down  any  hard  and  fast 
line,  but  I  think  that  at  present  forty-eight  hours  has  proved 
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to  be  a  satisfactory  general  standard  and  that  any  deviation 
from  it  either  up  or  down  should  be  justified  by  special 
circumstances. 

3.  Reasonable  EconO^nic  Security  During  the  Whole  Working 
Life  and  in  Old  Age 

The  economic  insecurity  which  characterizes  our  existing  in- 
dustrial system  is  probably  more  potent  than,  any  other  factor 
in  causing  labor  unrest,  and  in  my  opinion  this  aspect  of  in- 
dustr)^  most  urgently  claims  earnest  and  constructive  thinking 
on  the  part  of  employers.  We  will  consider  first  the  question 
of  unemployment. 

The  fact  that  in  modern  industry  it  is  the  almost  universal 
custom  to  dispense  with  workers  with  no  concern  as  to  their 
immediate  future,  the  moment  the  demand  for  their  service 
ceases,  gives  force  to  the  contention  that  labor  is  treated  by 
employers  merely  as  a  chattel.  That  state  of  things,  rightly  or 
Avrongly,  is  regarded  by  the  workers  as  an  injustice.  I  am  sure 
that  we  shall  never  have  industrial  peace  until  we  find  some 
means  of  removing  the  menace  of  unemployment.  I  do  not 
propose  here  to  discuss  the  whole  question  of  how  best  to  deal 
with  unemployment,  or  to  consider  any  means  whereby  it  may 
be  possible  to  regularize  the  demand  for  labor.  That  would 
lead  me  too  far  from  the  main  subject.  Clearly,  however,  it  is 
the  duty  of  the  community  to  take  every  possible  step  to  steady 
the  labor  market  and  to  provide  work  for  the  unemployed  in 
times  of  trade  depression,  on  satisfactory  lines.  But  when  the 
utmost  has  been  done  in  this  direction,  there  will  still  remain  a 
margin  of  men  and  women  for  whom  work  cannot  be  found. 
What  is  to  happen  to  them?  I  suggest  that  if,  in  order  to 
function  efficiently,  industry  retains  a  reserve  of  workers  to 
meet  its  varying  demands,  it  should  make  adequate  provision 
for  the  maintenance  of  that  reserve  when  it  cannot  be  absorbed. 
If  employers,  as  a  class,  fail  to  acknowledge  this  responsibilit}'' 
they  are,  it  seems  to  me,  giving  away  one  of  the  main  defenses 
of  the  existing  system,  under  which  the  capitalist  asks  the  work- 
ers to  unite  with  him  in  undertaking  an  industrial  enterprise. 
What  he  says  to  them  is  practically  this :  "  If  you  will  provide 
labor,  I  will  provide  the  necessary  capital.  The  first  claim 
upon  the  product  of  our  joint  enterprise  shall  be  the  payment 
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to  you  week  by  week  of  agreed  wages.  After  that,  the  other 
charges  of  tlie  industry  must  be  met,  and  then  if  there  is  any- 
thing over,  I  will  take  it  as  a  recompense  for  the  service  I 
render  in  providing  the  capital.  Since  I  take  the  risks  of  in- 
dustry', I  am  justified  in  taking  the  profits." 

There  is  a  great  deal  to  be  .said  for  an  arrangement  of  this 
kind,  but  at  present  one  of  the  principal  risks  attached  to  in- 
dustry' is  liability  to  find  oneself  unable  to  earn  a  livelihood, 
through  involuntary  unemployment  due  to  trade  depression. 
If  the  capitalist  leaves  the  worker  to  face  that  risk  unaided,  he 
abandons  the  ground  on  which  he  justified  himself  in  taking  all 
the  profits,  and  his  claim  to  do  this  can  no  longer  be  defended. 

But  is  it  Utopian  and  unpractical  to  suggest  that  the  burden 
of  maintaining  the  reserve  of  workers  necessary  for  the  func- 
tioning of  an  industry  should  devolve  mainly  upon  that  indus- 
try, as  one  of  its  normal  charges?  I  think  not.  So  far  as  the 
very  inadequate  available  statistics  enable  us  to  form  an  esti- 
mate, I  think  it  may  be  said  that  probably  on  the  average,  over 
a  period  of  years,  about  ninet^'-fivc  per  cent  of  the  workers  are 
employed  and  five  per  cent  unemployed.  The  proportion* 
vary,  of  course,  according  to  the  state  of  trade,  but  so  far  as 
Britain  is  concerned,  I  fancy  that  the  above  estimate  would  not 
be  far  wrong,  and  I  have  never  seen  any  evidence  that  con- 
ditions in  America  are  widely  different  from  those  in  Britain. 
Therefore,  even  if  the  reserve  of  workers  attached  to  an  in- 
dustry were  to  receive  their  full  wages  when  unemployed,  the 
burden  on  the  industry  would  only  involve  an  addition  of  about 
five  per  cent  to  the  wage-bill.  But  obviously,  human  nature 
being  what  it  is,  it  would  be  quite  impracticable  to  pay  un- 
employed workers  on  just  the  same  scale  as  if  they  were  em- 
ployed. I  think,  however,  that  if  the  capitalistic  system  of 
industry  is  to  justify  itself,  it  must  pay  the  necessary  reserve  of 
workers  a  sum  sufficient  to  enable  them  to  live  without  serious 
privation  and  hardship  in  periods  of  inevitable  unemployment. 
In  a  word  industry  should  remove  from  the  workers  the  prac- 
tical menace  involved  in  their  liability'  to  unemployment.  I 
suggest  that  a  suitable  scale  of  payments  would  be  to  give  every 
unemployed  person  who  is  able  and  willing  to  work  half  his  or 
her  average  earnings  when  employed,  and  in  addition  to  give  a 
marrii-d  man  in  \n-r  cent  on  account  of  his  wife,  and  5  per  cent 
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for  each  dependent  child  under  16,  with  a  maximum  of  75  per 
cent  of  his  average  earnings. 

Such  an  unemployment  insurance  scheme  might  be  admin- 
istered by  legislation  applying  to  a  whole  State,  or  by  indus- 
tries, or  by  individual  factories  or  groups  of  factories.  Only 
those  with  full  knowledge  of  local  circumstances  could  decide 
which  of  these  three  methods  would  be  preferable  in  a  given 
case.  The  first  has  the  advantage  of  securing  the  end  univer- 
sally and  in  the  shortest  time.  The  second  (insurance  by  in- 
dustries), has  the  advantage  of  placing  the  responsibility  for 
its  own  reserve  of  workers  on  each  industry,  and  thus  giving  it 
a  strong  inducement  so  to  organize  itself  as  to  reduce  the 
amount  of  unemployment.  The  last  method,  which  obviously 
would  only  be  made  use  of  in  default  of  the  others,  has  been 
adopted,  with  certain  modifications,  by  my  own  firm  which 
employs  7,000  workers.  What  I  want  to  plead  for  is  the 
acceptance  of  the  view  that  it  is  not  unreasonable  of  the  workers 
to  demand  that,  just  as  a  well  administered  firm  sets  aside 
capital  reserves  in  periods  of  prosperity,  so  that  it  may  equalize 
dividends  over  good  and  bad  years,  so  an  industry  or  a  firm 
should  establish  a  wages  equalization  fund,  which  will  enable 
it  to  pay  part  wages  to  its  reserve  of  workers  during  the  periods 
in  which  their  services  are  not  needed. 

I  must  now  briefly  meet  various  criticisms  which  are  sure  to 
be  urged  against  the  course  I  advocate.  The  first  is  that 
such  a  policy  will  lead  to  gross  abuse.  It  may  be  said  that  if 
the  worker  can  maintain  himself  without  serious  privation  when 
unemployed,  he  will  become  demoralized.  I  admit  at  once  that 
this  is  a  danger.  In  Britain,  however,  through  our  system  of 
Employment  Exchanges  and  with  the  assistance  of  trade  unions, 
it  has  been  found  possible  to  introduce  fairly  effective  checks  to 
prevent  abuse  of  the  unemployment  insurance  fund.  I  do  not 
claim  that  such  checks  have  been  entirely  successful,  even  when 
the  benefits  provided,  as  in  the  case  of  our  National  Insurance 
Act,  are  so  small  that  they  appear  to  offer  little  temptation  to 
malingering.  But  modifications  in  the  British  administration 
are  clearly  possible  which  would  make  the  checks  much  more 
effective;  and  I  am  sure  that  if  we  can  practically  prevent 
abuses  in  Britain,  it  can  be  done  in  America.  Where  a  scheme 
of  unemployment  insurance  is  undertaken  by  a  factory,  it  is 
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quite  easy  ti)  introduce  effective  checks.  In  my  own  factory  we 
ensure  that  the  benefits  on  the  scale  I  have  outlined  are  paid  to 
all  unemploN'cd  workers,  the  State  pays  155.  the  Trade  Union 
pays  6s.  and  we  pay  the  remainder.  But  our  policy  is  to  guar- 
antee to  set  aside  one  per  cent  of  our  wage  bill  in  order  to  meet 
our  liabilities.  We  do  not  guarantee  the  benefits.  We  arc 
satisfied  that  if  there  is  no  abuse  this  sum  will  be  sufficient  to 
meet  the  liabilities.  The  entire  administration  of  the  fund  has 
been  handed  over  to  the  workers,  who  have  the  power  to  refuse 
benefits  to  any  worker  who,  in  their  opinion,  is  refusing  offers  of 
work.  The  whole  of  our  employed  workers  are  interested  in 
seeing  that  there  is  no  abuse,  since  clearly,  abuses  would  lead  to 
a  depiction  of  the  insurance  fund  which  might  render  it  im- 
possible for  it  to  meet  their  own  liabilities  if  they  become 
unemployed. 

The  second  criticism  which  I  must  meet  is  that  industry  can- 
not afford  to  pay  the  insurance  premiums.  Here  we  may  suit- 
ably ask:  "  Who  precisely  is  to  pay  these  premiums?  "  Now, 
although  it  ma}-  be  argued  that  in  equit)'  the  whole  burden 
should  fall  on  the  employers,  I  think  that  from  the  psychologi- 
cal standpoint  it  is  desirable  tiiat  the  workers  should  bear  a 
share,  and  also  that  the  community  might  be  called  upon  to 
make  a  contribution.  This  is  the  course  followed  in  the  case 
of  the  National  Unemployment  Insurance  Act  in  Britain. 
Supposing  the  total  burden  were  appro.ximately  3^  per  cent 
of  the  wage  bill  and  the  State  and  the  workers  between  them 
bore  half,  that  would  only  leave  \}^  per  cent  of  the  wage  bill 
to  be  borne  by  the  emjiloycrs.  I  do  not  think  such  a  tax  would 
cripple  industry,  especially  when  wc  remember  the  important 
reactions  which  would  follow  in  its  train.  The  fear  of  un- 
employment and  the  sense  of  injustice  associated  with  this  fear 
in  the  minds  of  the  workers  are  two  of  the  most  potent  causes 
of  labor  unrest,  and  a  measure  which  removed  them  would  have 
a  unique  effect  in  dispelling  that  unrest.  Again,  the  fear  of 
unemployment  is  a  strong  contributory  cause  of  ca'canny,  and 
of  objections  to  j)iece-work  and  to  the  introduction  of  labor- 
saving  machiner)-  and  improved  administration.  When  we 
recall  these  facts  we  realize  at  once  that  the  reactions  to  be 
obtained  from  a  really  generous  scheme  of  unemployment 
insurance  arc  of  tlio  utmost  con.sequence.      In  my  opinion  they 
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will  probably  do  more  than  neutralize  any  additional  charge 
which  industry  may  have  to  bear. 

To  turn  to  other  aspects  of  economic  security,  experience  in 
Britain  has  shown  us  that,  broadly  speaking,  workers  have  been 
able,  through  their  system  of  Friendly  Societies,  to  make  pro- 
vision for  periods  of  sickness,  though  it  has  recently  been  found 
desirable  to  supplement  their  efforts  by  a  State  scheme  of  Sick- 
ness Insurance  to  which  employers  contribute. 

We  are  still  faced  with  the  danger  that  a  worker  although 
he  may  have  been  reasonably  thrifty  all  his  life  may  find 
himself  without  resources  when  he  can  work  no  longer  on 
account  of  old  age.  Until  the  level  of  wages  is  materially 
higher  than  at  present,  I  think  some  system  of  old-age  pensions 
is  almost  a  necessity.  The  Old  Age  Pension  Act  in  Britain 
only  provides  a  pension  of  los.  a  week  at  70.  Undoubtedly 
this  has  proved  an  immense  boon  in  countless  cases,  though  by 
itself  the  sum  is  obviously  inadequate  for  maintenance,  and 
many  firms  have  introduced  pension  funds  of  their  own  to  which 
workers  contribute.  Whatever  be  the  means  devised,  I  do  not 
think  that  any  scheme  of  industry  can  be  regarded  as  complete 
unless  in  one  way  or  another  it  secures  to  the  worker,  or  en- 
ables him  to  secure  for  himself  a  substantial  provision  against 
old  age. 

4.  Giving  Workers  a  Share  in  Determitting  Working  Conditions 

I  now  come  to  two  aspects  of  the  industrial  problem  where 
the  path  is  much  more  obscure.  In  the  matters  of  wages,  hours 
and  economic  security,  the  ends  to  be  achieved  can  be  clearly 
stated  and  the  steps  necessary  to  achieve  them  can  be  indicated 
with  a  large  measure  of  certainty.  But  when  we  come  to 
■questions  of  giving  the  workers  a  share  in  determining  the  con- 
ditions under  which  they  work,  and  an  interest  in  the  prosperity 
of  the  industry  in  which  they  are  engaged,  we  feel  that  we  are 
on  more  or  less  untrodden  ground.  Yet  these  questions  cannot 
be  set  aside  just  because  they  are  difficult.  In  Britain  there  is 
a  rapidly  growing  demand  on  the  part  of  the  workers  for  a 
larger  share  in  the  control  of  their  own  working  lives.  This 
demand  varies  greatly,  both  in  degree  and  intensity,  and  it  may 
represent  very  different  schools  of  thought;  but  it  is  generally 
present  in  one  form  or  another.     An  attempt  has  been  made  to 
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meet  it  through  the  inauguration  of  Joint  Industrial  Councils 
and  Interim  Industrial  Reconstruction  Committees  which  have 
now  been  set  up  in  about  ninety  industries.  In  so  far  as  tliese 
are  confined  to  National  Councils  dealing  with  whole  indus- 
tries, I  do  not  think  they  will  satisfy  the  demand  of  the  work- 
ers, who  want  something  much  more  intimately  associated  with 
their  daily  lives.  It  is  time  for  us  to  inquire  into  their  claim, 
and  ask  to  what  extent  employers  should  attempt  to  comply 
with  it  Briefly,  I  think  the  position  taken  up  by  a  fair- 
minded  and  thoughtful  worker  might  be  thus  stated:  "The 
State  has  done  its  best  to  make  me  an  intelligent  citizen.  I 
recognize  that  industry  is  an  essential  factor  in  community 
life,  and  I  am  an  essential  factor  in  industry.  I  also  recognize 
that  capital  is  an  essential  factor  in  industry'.  Capital  and 
Labor  must  cooperate  before  either  can  become  effective,  but  I 
look  upon  it  as  unreasonable  that  in  matters  affecting  my  daily 
life  and  the  conditions  under  whicli  I  work,  Capital  shall  al- 
ways be  the  absolute  master  and  I  the  unquestioning  servant.  I 
acknowledge  that  in  an  industrial  enterprise  there  must  be 
someone  in  supreme  control,  and  there  must  also  be  discipline, 
but  this  does  not  preclude  an  arrangement  under  which  work- 
ing conditions  are  mutually  agreed  upon,  instead  of  being  dic- 
tated by  the  representatives  of  Capital." 

The  employing  classes,  who  for  generations  have  been  ac- 
customed to  believe  that  the  possession  of  capital  puts  them  in 
the  position  of  autocrats  who  can  do  what  they  like  in  their  own 
factories,  are  apt  at  first  to  set  aside  this  claim  of  the  workers 
as  subversive  of  the  whole  industrial  system,  and  to  meet  it 
with  an  absolute  refusal.  This  attitude  in  the  past  has  met 
with  more  or  less  success.  But  in  Britain  we  arc  coming  to 
realize  that  it  cannot  be  maintained  much  longer  and  that  to 
attempt  to  maintain  it  is  to  encourage  the  demand  of  the  ex- 
tremists for  a  complete  recasting  of  the  industrial  system. 
Many  thoughtful  employers  in  Britain  are  endeavoring  to 
initiate  schemes  under  which  the  claim  of  the  workers  can  be 
largely  conceded  without  lowering  industrial  efficiency.  Tliese 
attempts  are  meeting  with  a  considerable  measure  of  success, 
and  frequently  antagonism  which  was  growing  up  between 
Labor  and  Capital  is  being  replaced  by  a  spirit  of  cooperation. 
Although  opinions  may  differ  widely  as  to  the  practical  steps 
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which  should  be  taken,  I  think  we  shall  agree  that  the  demand 
for  a  share  in  determining  working  conditions  which  has 
definitely  been  made  by  the  workers,  and  which  is  the  inevitable 
outcome  of  an  improved  education,  must  be  dealt  with  before 
we  can  hope  for  industrial  stability.  Workers  can  be  treated 
as  mere  servants  when  they  aspire  to  no  higher  position.  But 
when  once  they  claim  that  they  are  cooperators,  rather  than 
servants,  it  is  courting  antagonism  to  refuse  to  devise  some 
scheme  which  places  them  on  the  higher  footing.  Whether 
we  welcome  or  regret  the  change  will  depend  upon  our  personal 
view  of  society.  But  we  cannot  refuse  to  acknowledge  that 
it  has  come;  and  if  we  are  wise  we  shall  adapt  our  future  policy 
to  that  fact.  We  can  no  longer  effectively  crush  the  demand 
of  the  workers,  and  those  who  sit  on  the  safety  valve  of  a  boiler 
while  steam  is  being  generated  run  the  risk  of  being  blown  up. 
Doubtless  it  may  be  easier  to  conduct  an  industrial  enterprise 
when  the  representatives  of  capital  have  autocratic  power  than 
to  conduct  it  in  cooperation  with  the  workers.  But  if  we  make 
up  our  minds  to  face  the  difficulty,  we  can  adopt  the  latter 
method  without  lowering  industrial  efficiency,  and  indeed,  in 
the  long  run,  efficiency  will  be  increased,  and  not  diminished. 
I  think  that  the  demand  of  the  workers  to  be  given  a  greater  say 
in  determining  their  working  conditions  is  stronger  in  Britain 
than  here,  and  this  may  account  for  the  different  attitude  taken 
by  employers  in  the  two  countries  towards  trade  unions. 
There  are  vast  numbers  of  employers  in  Britain,  and  I  am 
among  them,  who  now  recognize  that  it  is  an  advantage  for 
their  workers  to  be  organized  in  unions.  They  have  found 
that  their  previous  attitude,  when  they  held  the  union  at  arm's 
length  and  treated  it  as  an  enemy  force,  was  mistaken — and  that 
once  they  changed  their  attitude  and  accepted  the  trade  union 
as  a  normal  part  of  industry  it  changed  its  attitude.  So  long 
as  they  fought  the  unions  the  unions  fought  them.  The  funda- 
mental right  of  labor  to  insist  upon  collective  bargaining  is 
scarcely  ever  disputed  now  in  Britain.  After  all,  the  directors 
in  a  limited  liability  company,  when  dealing  with  labor  are 
acting  on  behalf  of  great  numbers  of  shareholders  and  repre- 
senting their  collective  interest,  and  labor  in  demanding  the 
right  to  collective  bargaining  is  asking  for  no  right  beyond  one 
which  the  employer  already  exercises.     Over  and  over  again 

(647) 


no  INDUSTRIAL  COOPERATIOS'  [Vot..  IX 

when  \vc  have  cllfficulty  with  our  workers  we  go  to  the  trade 
unions  secretary  to  help  us  to  get  over  it,  and  we  find  that  he 
can  deal  with  the  workers  much  more  effectively  than  we  can, 
and  exercises  a  discij)line  which  we  could  not  exercise. 

In  Britain  no  common  line  of  action  has  as  yet  been  worked 
out,  and  possibly  none  will  e\er  be  worked  out,  for  developing 
and  also  standardizing  the  machiiu'r\-  for  cooperation  between 
employers  and  the  workers  in  determining  working  conditions. 
Meanwhile,  individual  employers  confronted  with  a  new  psy- 
chological attitude  on  the  part  of  labor  are  feeling  their  way 
towards  the  best  method  of  meeting  it.  In  my  own  factory  we 
are  successfully  giving  an  increasing  share  of  responsibility  to 
the  workers.  The  directors  retain  a  veto  in  all  matters,  and  the 
trade  unions  do  the  same,  but  subject  to  these  two  vetoes,  which 
are  scarcely  ever  exercised,  I  think  it  may  be  said  that  work- 
ing conditions  generally  are  fixed  by  mutual  consent  and  not 
dictated  by  the  management. 

In  each  department  there  is  a  council,  half  of  whose  repre- 
sentatives are  elected  by  the  rank  and  file  of  workers,  the  other 
half  being  members  of  the  administrative  staff.  They  discus? 
all  kinds  of  matters  affecting  working  conditions  in  the  depart- 
ment. Then  for  the  discussion  and  settlement  of  matters 
affecting  the  whole  factory,  there  is  a  Central  Council  similarly 
composed.  It  is  important  that  the  workers  should  be  consulted 
and  have  a  share  in  determining  matters  which  arc  of  real  con- 
.sequence — not  just  questions  of  welfare.  In  a  democracy  the 
jjeople  are  responsible  for  framing  the  laws  under  which  thev 
live,  for  appointing,  either  directly  or  indirectly,  the  executive 
charged  with  the  duty  of  administering  the  laws,  and  any  citizen 
charged  with  breaking  the  laws  is  protected  by  a  judicial  system 
from  arbitrary  punishment. 

We  have  sought  to  give  the  workers  a  real  share  in  the  legis- 
lative, executive  and  judicial  functions  of  factor}'  administra- 
tion. Just  recentl}-  a  code  of  working  rules  for  the  whole  fac- 
tor)' has  been  agreed  uj)on  between  the  workers  and  the  man- 
agement, and  it  cannot  be  altered  except  by  mutual  consent. 
The  workers,  through  their  representatives,  are  consulted  before 
a  foreman  is  appointed,  but  when  they  have  .said  all  they  have 
to  say  with  regard  to  the  person  projjosed,  and  have  been  given 
the  opportunity  of  suggesting  another  name,  the  final  decision 
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rests  with  the  management,  which,  however,  is  not  likely  de- 
liberately to  appoint  a  foreman  to  whom  a  general  objection  is 
shown.  And  lastly,  an  appeal  committee  has  been  set  up  to 
which  any  worker  may  go  who  feels  that  he  has  been  harshly 
treated  in  disciplinary  matters,  and  the  decision  of  this  com- 
mittee is  final.  The  committee  consists  of  two  workers  ap- 
pointed by  the  worker  members  of  the  Central  Council,  two 
members  appointed  by  the  directors,  and  a  chairman  agreed  on 
between  them.  No  appeal  is  allowed  to  this  committee  in  cases 
of  dismissal  for  inefficiency  or  on  account  of  depression  in  trade. 
I  have  not  included  among  the  measures  necessary  to  secure 
industrial  peace  the  provision  of  a  good  working  environment, 
because  this  would  be  a  corollary  of  giving  the  workers  a  share 
in  determining  their  own  working  environment.  They  would 
carefully  watch  over  what  I  may  term  the  welfare  conditions  in 
the  factory.  I  think  however  that  you  will  agree  that  there  is 
scope  for  a  little  more  sympathetic  imagination  on  the  part  of 
employers  regarding  the  material  surroundings  in  which  men 
and  women  are  expected  to  work.  We  cannot  expect  efficiency 
from  people  whose  daily  routine  is  carried  on  amid  discomfort, 
in  rooms  which  are  ill-lighted,  ill-ventilated  and  ugly. 
America  has  taken  the  lead  in  demonstrating  the  importance 
of  welfare  work,  and  I  am  hoping  to  learn  much  in  this  con- 
nection during  my  visit. 

5.   Profit-Sharing 

I  pass  now  to  the  question  of  giving  the  workers  an  interest 
in  the  financial  prosperity  of  the  industry  in  which  they  are 
engaged.  I  may  say  that  I  have  been  driven  to  recognize  the 
need  for  such  a  policy  rather  against  my  will.  I  was  for  a  long 
time  definitely  opposed  to  any  scheme  of  profit-sharing,  but  now 
I  have  come  to  feel  that  something  of  that  nature  is  a  necessary 
condition  of  industrial  peace.  With  us  in  Britain,  more  and 
more  workers  are  saying  to  the  employers  :  "  You  press  us  for 
increased  output.  You  ask  us  to  unite  with  you  in  rendering 
the  business  as  efficient  as  possible.  But  why  should  we  bother? 
Apart  from  possible  individual  advantages  under  a  piece-work 
system,  the  only  effect  of  our  energy  will  be  to  increase  the  earn- 
ings of  share-holders  for  whom  we  care  nothing." 

It  is  of  little  use  to  tell  people  who  are  thinking  along  these 
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lines  that  the  workers  will  gain  in  the  long  run  b)'  rendering 
industry  eftkicnt  and  thus  making  a  higher  standard  of  living 
possible  for  themselves.  This  argument  is  too  remote  for  men 
who  are  apt  to  take  ver\'  short  views.  They  see  that  increased 
efficiency  leads  directly  to  increased  dividends,  and  also  that 
improved  methods  may  mean  a  temporary  dislocation  of  the 
labor  market  which  impresses  them  much  more  forcibly  than 
any  arguments  concerning  the  ultimate  advantages  which  they 
will  gain  from  increased  output. 

Now,  if  we  really  want  to  bridge  the  gulf  between  capital 
and  labor  and  to  replace  the  growing  spirit  of  antagonism 
by  a  spirit  of  cooperation,  I  think  we  must  definitely  adopt  some 
system  whereby  both  parties  are  directly  interested  in  industrial 
prosperity. 

I  am  very  familiar  with  the  arguments  against  profit-sharing 
or  co-partnership.  Indeed,  I  have  myself  made  use  of  them 
for  many  years.  I  know  too  that  organized  labor,  in  Britain 
at  any  rate,  is  afraid  that  profit-sharing  schemes  may  under- 
mine the  solidarity  of  the  labor  movement.  So  far  as  that  fear 
is  concerned,  I  am  convinced  that  it  could  be  removed  if  the 
schemes  devised  safeguarded  adequately  the  interests  of  the 
unions.  As  for  the  general  drawbacks  to  profit-sharing,  I  have 
come  to  the  conclusion  that,  having  regard  to  the  present  psy- 
chology of  the  \^  orkers,  they  are  more  than  outweighed  by  its 
advantages.  But  I  think  it  is  important  that  we  should  find  out 
just  what  we  want  to  achieve  by  giving  workers  a  direct  interest 
in  the  prosperity  of  their  own  industry.  I  think  that  primarily 
we  wish  them  to  feel  that  we  are  honestly  tr)-ing  to  do  justice 
to  their  claims  as  human  beings.  Profit-sharing  should  not  be 
a  substitute  for,  or  an  alternative  to  piece-work,  but  an  addition 
to  all  the  means  which  an  employer  can  legitimately  adopt  t«) 
induce  workers  to  do  their  best.  It  is  rather  a  means  of  creat- 
ing harmony  throughout  the  works  than  a  direct  stimulation  to 
effort.  But  if  a  scheme  of  profit-sharing  is  to  give  the  good 
results  which  I  feel  sure  may  be  expected  from  it,  certain  funda- 
mental conditions  must  be  met  in  every  case.  I  think  they  may 
be  stated  as  follows  : 

(i)  The  figure  taken  for  capital  must  be  a  fair  one.  and  not 
one  inflated  for  the  purpose. 
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(2)  Labor's  share  of  profits  must  be  definitely  fixed  before- 
hand, and  there  must  be  no  room  for  manipulation, 
whether  by  the  setting  aside  of  reserves  or  by  unduly 
increasing  the  reward  of  direction,  or  otherwise. 

(3)  Labor  must  have  adequate  means  of  satisfying  itself  as 
to  the  accuracy  of  the  accounts. 

{4)  Labor  must  have  a  legal  right  to  its  share  of  profits,  and 
not  be  given  them  as  a  bounty, 

(5)  There  must  be  no  unreasonable  provisions  aimed  at  the 
freedom  and  mobility  of  labor. 

(6)  Wages  must  not  be  less  than  trade  union  or  other  appro- 
priate rates. 

(7)  Employees  must  be  free  to  join  a  trade  union. 

(8)  Strikes  must  not  be  penalized  in  any  way  under  the 
profit-sharing  scheme. 

Subject  to  these  conditions  I  believe  it  would  be  advisable  to 
introduce  profit-sharing.  I  am,  of  course,  referring  only  to 
*'  surplus  "  profits,  i.  e.  any  profit  there  may  be  left  over  in  a 
business  after  labor  and  management  have  been  paid  current 
rates  of  wages,  and  after  capital  has  received  the  current  rate 
of  interest  for  secured  capital  plus  a  reasonable  margin  to  cover 
risk.  In  other  words,  there  are  no  surplus  profits  until  capital 
is  receiving  whatever  rate  of  remuneration  may  be  necessary 
to  insure  the  supply  of  any  further  capital  which  may,  from 
time  to  time,  be  required  for  the  development  of  the  business. 

Let  me  briefly  summarize  what  I  have  said.  Industry  is  con- 
fronted by  a  growing  spirit  of  unrest  and  antagonism  between 
Capital  and  Labor  which  means  not  only  perpetual  strikes  and 
lockouts,  but  an  infinite  amount  of  daily  friction  and  wasted 
energy.  There  are  two  ways  in  which  we  may  confront  the 
situation.  Capital  may  organize  still  further  in  the  hope  of 
becoming  so  strong  as  to  be  able  to  crush  Labor.  But  I  think 
we  are  coming  to  realize  that  no  real  solution  of  the  problem  is 
to  be  found  along  these  lines.  The  alternative  is  to  discover 
and  remove  the  legitimate  causes  of  labor  unrest,  and  I  have 
suggested  there  are  five  claims  on  the  part  of  the  workers  which 
must  be  satisfied :  ( i )  We  must  so  organize  industry  that  it 
will  become  possible  to  pay  all  workers  of  normal  ability  wages 
which  will  at  least  enable  them  to  live  in  reasonable  comfort. 
{2)    Their  working  hours   must  be  such   as  will  give  them 
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adequate  opportunities  for  recreation  and  self-expression. 
(3)  Measures  must  be  taken  materially  to  increase  their  ecx)- 
nomic  security,  notably  with  regard  to  unemployment.  (4) 
The  workers  must  have  a  share  in  determining  the  conditions 
under  which  they  shall  work.  And  fmally  (5)  they  must  have 
a  direct  interest  in  the  prosf)erity  of  the  industry  in  which  they 
are  engaged. 

I  believe  that  all  these  conditions  can  be  met  without  lowering 
ttic  efficiency  of  industry,  and  if  employers  will  devise  means 
for  meeting  them  in  a  generous  spirit,  I  believe  that  we  shall 
jwccerd  ver\'  largely  in  replacing  the  present  spirit  of  antago- 
nism between  Capital  and  Labor  by  a  spirit  of  harmony  and  co- 
opcrfttion.  It  may  be  urged  that  the  workers  are  never  .satis- 
fied, and  that  we  have  tried  sometimes  one  and  sometimes  an- 
other of  the  methods  to  which  I  have  referred,  with  unsatis- 
factory results.  I  believe  that  we  shall  not  obtain  satisfactory 
results  unless  we  apply  the  whole  remedy.  The  present  situ- 
ation calls  not  only  for  bold  action  but  for  imagination  and 
sympathetic  insight  on  the  part  of  those  who  conduct  industry. 
I  should  like  to  see  the  Anglo-Saxon  races  give  a  lead  to  the 
rest  of  the  world  in  dealing  effectively  with  the  problem  of 
industrial  unrest. 

It  is  a  task  for  which  they  are,  by  tradition  and  temperament, 
particulary  suited.  The  moment  is  opportune,  the  need  for 
action  is  urgent,  and  the  first  step  must  come  from  employers. 
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GOOD  WILL  AND  COOPERATION  IN  INDUSTRY 
FROM  THE  WORKER'S  POINT  OF  VIEW 

HUGH   FRAYNE  ■ 

General  Organizer,  American  Federation  of  Labor 

THAT  there  is  a  labor  problem,  that  there  is  a  lack  of  good 
will  and  cooperation  in  industry,  is  quite  well  known 
and  understood  by  those  who  are  giving  their  thought 
and  attention  to  this  subject.  How  are  we  going  to  solve  this 
problem,  or  rather,  how  are  we  going  to  create  that  good  will 
and  cooperation  which  are  so  necessary  and  essential  to  industry 
and,  it  seems  to  me,  essential  to  every  phase  of  our  life?  With- 
out it  industry  must  suffer,  without  it  the  nation  and  cvcry- 
tiiing  that  has  to  do  with  our  everyday  life  must  suffer. 

I  am  going  to  mention  a  few  things  which  I  believe  will  have 
some  relation  to  the  subject,  some  things  that  have  been  tried 
and  proven  to  be  impracticable  and  ineffective. 

We  hear  much  about  the  so-called  "  open  shop  " — the  Ameri- 
can Plan — the  Bonus  System — Industrial  Democracy — House 
and  Senate  Plan — Court  Injunctions — Industrial  Courts.  All 
of  these  are  ideas  which  have  been  brought  forward  by  many 
employers  who  believed  that  in  the  inauguration  and  adoption 
of  these  ideas  they  would  solve  their  problem  in  industry  and 
create  good  will,  cooperation,  harmony  and  production,  all  of 
the  things  which  must  come  where  good  will  and  cooperation 
are  in  effect. 

These  methods  have  been  tried  and  they  have  been  failures. 
The  workers  have  become  dissatisfied,  have  refused  to  con- 
tinue under  these  conditions,  and  the  result  is  that  the  problem 
has  remained  unsolved. 

I  am  one  of  those  who  are  not  afraid  of  any  method  that  is 
going  to  solve  the  labor  problem.  Some  employers  believe 
that  by  the  use  of  the  writ  of  injunction  they  will  solve  it. 
Some  believe  that  the  creation  of  industrial  courts  such  as  they 
have  in  Kansas  and  are  attempting  to  inaugurate  in  other 
places,  is  the  remedy,  yet  all  of  these  things  have  failed  and 
labor  unrest  continues  because  none  of  these  plans  have  brought 
relief  to  labor.     We  must  go  back  further  to  the  root  of  the  evil. 
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First  of  all,  \vc  want  to  establish  in  America  a  one-hundred 
pcr-cent  brand  of  Americanism,  and  upon  that  idea  as  a  foun- 
dation build  our  institutions  and  promote  the  things  that  are 
going  to  ha\e  as  their  background  ideals  which  are  worth  living 
and  dying  for,  if  necessarj-,  in  order  that  we  may  continue  to 
be  a  great  nation. 

If  we  could  bring  back  now  the  same  spirit  that  existed 
during  the  war,  when  every  man,  woman  and  child  in  the  whole 
country  who  had  the  American  idea  and  spirit,  united  not  only 
to  help  save  the  countrj^  but  to  help  save  the  world;  if  we 
could  organize  that  same  good  will  and  cooperation,  we  would 
come  very  near  to  solving  the  problem  that  has  placed  America 
today  in  the  chaotic  condition  in  which  we  find  it,  and  we 
would  be  enjoying  that  prosperity  which  should  come  to  us 
after  the  great  struggle  and  the  great  war  which  we  helped 
so  much  to  win. 

Our  problems  are  not  going  to  be  solved  by  the  creation  of 
groups  which  through  bitterness  and  antagonism  are  unwilling 
to  recognize  the  rights  of  others.  If  the  employers  expect 
that  the  courts,  through  force,  can  compel  workers  to  accept 
that  which  they  are  not  willing  to  accept,  conditions  which 
they  have  no  say  in  making,  then  they  cannot  expect  good  will 
and  cooperation  from  the  workers.  If  the  employer  is  not  will- 
ing for  his  employees  to  organize,  if  the  employer  is  not  willing 
to  make  a  collective  bargain  with  his  employees,  if  he  is  not 
willing  to  establish  conditions  other  than  those  which  he  lays 
down  himself,  he  can  not  expect  that  there  will  be  good  will 
and  cooperation  in  his  industry. 

I  want  to  see  that  condition  come  from  a  definite  plan,  a  plan 
dealing  with  American  problems,  predicated  and  based  upon 
fair  and  square  dealings  between  men.  We  need  more  human- 
izing and  less  commercializing  influences  in  the  world  if  we 
ever  hope  to  sec  good  will  established  in  industr)-. 

Our  problem  in  America  is  much  more  difficult  than  that  of 
any  other  nation.  We  hear  much  about  what  they  do  in  other 
countries.  Great  Britain  is  not  confronted  with  employers' 
demands  for  an  open  shop ;  that  is  not  an  issue  in  Great  Britain. 
The  employers  do  not  deny  the  w'orkers  the  right  to  organize 
and  to  have  a  pa\-  in  making  a  collective  bargain.  They  deal 
with  their  problems  as  British  workmen,  as  British  employers 
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and  as  business  men.  In  France  it  is  a  French  problem  and 
is  dealt  with  from  the  point  of  view  of  the  French  workers  and 
their  employers.  In  Italy  it  is  the  same.  In  Germany  and 
in  all  other  countries  it  is  a,  racial  problem.  In  America  we 
have  all  of  the  nationalities  of  the  world  and  while  we  are  try- 
ing to  mold  them  into  American  citizens  and  trying  to  get  them 
to  understand  the  American  idea  of  things,  you  will  realize 
that  it  is  most  difficult  to  get  them  to  understand  that  there 
should  be  good  will,  that  there  should  be  cooperation  and  au- 
thority and  order,  because  they  are  trying  to  solve  their  prob- 
lems from  the  point  of  view  of  the  country  from  which  they 
came. 

Strange  as  it  may  seem,  the  employers  are  helping  them 
along  in  this  direction.  We  have  heard  much  about  radical- 
ism, we  have  heard  much  about  Bolshevism  and  other  move- 
ments of  the  kind,  and  some  employers,  whether  intentionally 
or  not,  because  of  their  attitude  in  dealing  with  labor,  are 
responsible  in  a  large  measure  for  creating  these  very  move- 
ments. Good  will  has  never  been  found  between  employer  and 
employee  where  bitterness  and  hate  are  known  to  exist.  Social 
and  economic  justice  will  do  more  to  establish  good  will  in 
industry  than  any  other  agency. 

The  American  Federation  of  Labor  has  proved  that  in  the 
most  critical  times  in  the  history  of  our  country  we  have  as 
trade  unions  tried  to  better  and  improve  the  conditions  of 
living  among  the  workers,  and  we  stand  for  America  and  its 
institutions  first,  last  and  all  the  time.  We  have  proved  that 
in  the  past  and  we  are  not  going  to  deviate  from  that  program 
now  or  in  the  future. 

We  welcome  a  movement  coming  from  any  direction  which 
will  improve  the  relationship  between  the  employers  and  em- 
ployees and  bring  about  and  establish  good  Avill  and  cooper- 
ation. We  are  willing  to  do  our  share,  making  due  allowance 
for  the  fact  that  there  are  many  in  our  ranks  and  many  who  are 
not  within  our  membershp  who  have  come  to  this  country 
ignorant  of  our  laws  and  cu-stoms,  who  have  never  had  the 
opportunity  for  the  development  which  is  necessary  to  train 
them  to  our  methods  of  workmanship  or  the  training  which 
makes  for  better  citizenship.  We  have  our  faults  just  as  well 
as  any  other  institution  but  we  have  the  right  to  claim  that 
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wc  liave  done  many  constructive  things  as  an  organization,  not 
solely  in  the  interests  of  our  own  membership,  but  constructive 
things  in  the  way  of  legislation,  and  that  we  have  been  of  help 
generally  to  make  a  better  nation. 

I  do  not  want  to  see  the  time  come  when  any  group  in  this 
country  will  become  so  powerful  and  strong  that  by  its 
I>ower  it  may  work  hardships  or  create  conditions  of  suffering 
among  some  other  group.  I  want  to  see  the  employers,  the  so- 
called  captains  of  finance,  the  employees,  the  educators  and  all 
others,  form  into  one  group  which  believes,  first  of  all,  that  a 
plan  must  be  worked  out,  based  upon  the  idea  that  America 
must  be  protected  as  a  nation  and  upon  that  structure  build 
the  things  which  mean  progress  in  the  interest  of  all,  and  cut 
out,  wherever  we  find  them,  the  things  which  are  harmful  and 
reactionar>'  and  contrary  to  the  concepts  and  beliefs  of  that 
which  stands  for  America. 

We  can  do  these  things,  possibly  not  within  our  time,  but  it 
is  the  duty  of  all  of  us  who  believe  that  something  must  be 
done  to  unite  to  stop  human  suffering  and  injustice  first,  then 
suffering  and  injustice  to  business  will  cease  to  exist.  Let  us 
knock  the  barnacles  off  Amerca's  industrial  life  and  as  patriotic 
Americans  work  together  in  the  interest  of  America  and  its 
institutions.  It  is  an  indictment  against  us  that  wc  have  so 
many  millions  of  our  citizens  unemployed  at  this  time  and  it 
is  an  indictment  against  us  that  we  are  constantly  at  war  with 
each  other. 

It  seems  to  me  that  we  learned  some  lessons  during  the  war, 
in  that  great  hardship  and  struggle  we  went  through.  The 
beautiful  lesson  we  learned  was  seeing  men  and  women  of 
every  station  in  life  standing  shoulder  to  shoulder  in  those  try- 
ing times,  willing  to  give  everything  they  possessed  in  this 
world,  even  life  itself.  They  gave  this  cooperation,  this  good 
will,  that  America  might  do  its  part  in  helping  to  save  the  world 
for  humanity  and  democracy.  Let  us  bring  back  that  spirit 
again.  It  is  not  for  the  workers  or  for  the  employers  to  do  it 
but  it  is  for  all  of  us  to  bring  it  back  in  the  interest  of  the 
cf)untr)'  as  a  whole. 

We  can  not  go  on  in  this  way  indefinitely.  There  is  bound  to 
be  a  limit  and  I  believe  we  have  almost  reached  that  limit  now. 
Let  us  lia\  e  industrial  peace  and  at  this  time  when  the  reprcsen- 
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tatives  of  the  nations  of  the  world  are  ready  to  convene  at  our 
capital  to  discuss  the  world  peace  and  the  limitation  of  arma- 
ment, might  it  not  be  the  psychological  moment  for  us  to  take 
upon  ourselves  the  responsibility  of  solving  the  problem  of  in- 
dustrial war  and  substituting  industrial  peace  and  cooperation 
in  the  interests  of  human  progress.  No  nation  can  go  on 
successfully  that  is  constantly  at  war  within  itself.  We  have 
had  too  much  of  that.  It  has  been  one  of  our  greatest  handi- 
caps. Even  though  some  of  the  threatened  conflicts  have  not 
actually  taken  place,  the  very  fact  that  they  were  discussed  and 
published  broadcast  created  almost  the  same  effect  as  if  they 
had  actually  occurred. 

I  am  not  afraid  of  the  introduction  of  any  movement  that  is 
based  upon  justice  and  fair  play.  I  have  seen  many  things 
proposed  that  I  naturally  disa.greed  with  but  I  am  willing  to 
join  with  the  movement  that  is  going  to  be  helpful  in  this 
direction,  not  only  as  a  duty  but  as  a  responsibility.  If  there 
were  more  people  in  our  country  who  were  willing  to  spare 
some  of  their  time  in  this  constructive  work  rather  than  stand 
back  and  constantly  find  fault  with  those  who  are  trying  to  do 
something  helpful,  it  seems  to  me  that  we  would  make  more 
progress  than  we  have  up  to  the  present  time. 

I  do  not  look  for  any  help  from  the  kind  of  employer  or  the 
profiteer  who  shouted  the  loudest  about  his  Americanism  during 
the  war  and  then — the  only  thing  he  did  to  be  helpful — raised 
the  price  of  his  commodities  to  the  consumer.  No  problem  can 
be  solved  by  men  who  are  in  that  group.  Happily  for  us  they 
are  in  a  very  small  minority  and  there  are  still  a  sufficient  num- 
ber of  people  in  America  who  believe  that  these  problems  can 
be  solved  and  who  not  only  believe  but  are  willing  to  give  their 
time  and  their  money  and  such  influence  as  they  may  possess 
to  help  in  that  direction.  I  welcome  it.  I  know  that  organ- 
ized labor  does  not  fear  any  movement  that  is  going  to  bring 
about  industrial  peace  to  replace  these  industrial  wars  which 
not  only  have  been  destructive  to  business  but  have  brought 
such  a  tremendous  hardship  to  the  workers  because  of  lack 
of  employment.  I  would  prefer  to  obtain  good  will  and  estab- 
lish confidence  and  respect  among  employers  through  honest, 
square  dealing,  rather  than  to  secure  it  through  force  or 
coercive  power. 
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We  may  not  in  our  time  see  the  conditions  brought  about 
that  wc  hope  for,  but  tliey  arc  bound  to  come,  and  I  venture 
the  assertion  that  they  will  be  seen  in  another  period  of  the 
world's  history,  possibly  when  we  are  not  here.  But  while  we 
are  occupying  any  positions  where  wc  can  give  our  help,  where 
we  can  give  our  influence  in  promoting  this  necessary  work, 
it  is  our  duty  to  do  so. 

We  claim  the  right  to  organize  as  workers.  We  claim  the 
right  of  collective  bargaining  and  the  right  to  have  a  say  in 
making  the  conditions  under  which  the  workers  shall  be  em- 
ployed. We  claim  that  the  hours  of  employment  should  be 
reduced  to  the  point  where  the  health  and  safety  of  the  workers 
will  be  safeguarded.  If  those  who  seek  to  destroy  the  trade 
unions  are  successful  in  their  efforts  they  will  not  succeed  in 
solving  the  labor  problem  or  in  any  way  help  to  improve  the 
industrial  and  economic  conditions  of  the  country.  Such  a 
movement,  if  successful,  would  create  a  condition  of  radicalism 
and  anarchy  which  would  be  uncontrollable. 

All  of  the  things  which  are  offered  today  as  remedies  have 
proved  to  be  failures  and  instead  of  settling  the  workers'  prob- 
lems they  have  done  nothing  except  to  create  bitterness  and 
antagonism  between  the  workers  and  the  employers.  That  is 
not  solving  industrial  unrest. 

Let  us  work  together  on  these  questions  which  mean  so  much 
to  us  as  a  nation  and  when  we  give  our  job  over  to  some  one 
else  to  do,  we  will  have  the  satisfaction  of  knowing  that  we  gave 
the  best  we  could  in  our  time  and  made  the  world,  or  at  least 
tried  to  make  the  world,  a  little  better  place  than  we  found 
it  and  a  better  place  for  all  to  live  in. 
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EVERY  day  I  am  called  upon  to  consider  industrial  ills 
and  help  correct  them  with  whatever  aid  lies  in  the 
scope  of  my  duties  and  power.  It  is  impossible  to 
deal  with  these  industrial  ills  and  not  be  impressed  by  the 
fact  that  many  of  us  must  be  mishandling  certain  fundamental 
economic  principles,  to  be  producing  these  costly  and  waste- 
ful disturbances.  The  disturbances  are  comparatively  few  I 
know,  in  relation  to  the  whole  of  industry.  Yet  no  matter 
what  small  percentage  of  industry  continues  in  a  state  of 
turmoil,  we  are  permitting  waste  of  time,  a  loss  of  production, 
and  a  measure  of  social  irritation,  that  should  not  be  tolerated. 

There  have  always  been  industrial  grievances,  from  the 
day  that  man  was  privileged  to  earn  his  bread  by  the  sweat  of 
his  brow.  We  ought  to  regard  these  problems  for  what  they 
are,  a  stimulus  to  activity.  They  are  goads  to  progress,  and 
we  should  cheerfully  embrace  them  as  such. 

In  my  experience  the  fact  has  become  clear  that  a  few  of 
our  industries  are  especially  liable  to  disturbance.  In  these 
industries,  controversy  has  become  more  or  less  chronic.  That 
fact  we  have  more  and  more  impressed  upon  us  in  the  Depart- 
ment of  Labor.  We  also  have  one  other  fact  impressed  upon 
us.  The  fact  is  this — that  because  of  the  highly  technical  and 
complicated  nature  of  these  industries,  and  because  of  our  lack 
of  the  requisite  technical  knowledge,  a  fair  and  lasting  settle- 
ment of  disputes  in  these  industries  is  hard  to  arrive  at. 

Naturally  the  public  also  is  without  that  exact  knowledge. 
It  lacks  a  clear  comprehension  of  the  merits  in  these  disputes, 
and  the  public  is,  after  all;  the  final  court  to  decide  these 
matters,  I  call  to  mind  recent  major  disputes  in  two  great 
industries.  We  contrived  to  settle  these  disputes  for  a  time, 
but  I  feel  sure  that  for  a  lasting  settlement  of  such  con- 
troversies we  must  have  a  full,   enlightened  public  opinion. 
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The  question  is,  how  to  inform  the  public  and  make  it  a  com- 
petent judge.  The  processes  in  a  number  of  basic  industries 
are  complicated  to  the  last  degree,  and  we  cannot  hope  to  pass 
a  fair  judgment  in  any  of  the  disputes  of  these  industries,  we 
cannot  have  a  united  public  opinion  to  enforce  any  such  fair 
judgment,  until  we  know  more  exactly  precisely  what  services 
arc  to  be  expected  from  each  employee  or  group  of  employees 
in  these  industries,  and  what  wages  and  conditions  the  em- 
ployees may  reasonably  expect  for  their  services. 

Now  we  have  originated  in  the  Department  of  Labor,  over 
w  inch  I  preside,  a  plan  which  I  am  confident  will  bring  us  this 
much-needed  exact  knowledge.  This  plan  calls  for  the  ap- 
pointment of  a  highly  trained  technical  man,  who  shall  also 
be  a  man  of  high  intelligence  and  broad  character,  to  serve  as 
a  conciliator  in  each  of  these  bcisic  or  technical  industries.  Let 
me  take  a  few  minutes  to  explain  this  plan  in  detail. 

Since  I  took  office,  we  have  settled  a  large  number  of  strikes, 
of  various  degrees  of  importance.  There  has  not  been  in  any 
sense  a  Government  interference  with  private  enterprises.  We 
have  taken  pains  to  make  that  clear  in  every  case.  The  law 
gives  us  no  power  to  interfere  officially.  The  corps  of  con- 
ciliators obtained  by  the  Department  are  simply  men  who  are 
ready  to  step  in  by  invitation  and  help  adjust  any  industrial 
difference  anywhere  in  the  countrw  They  may  offer  their  ser- 
\ices  as  distinterested  parties,  or  as  spokesmen  for  tlie  public. 
But  they  have  no  authority  to  do  more  than  to  consult  with  the 
parties  to  the  dispute,  and  strive  by  persuasion  and  common 
sense  to  bring  about  an  agreement.  I  will  say  there  are  times 
when  I  wish  we  had  the  authority  to  force  an  agreement,  in 
cases  where  we  have  encountered,  on  both  sides  of  the  case, 
stubborn  and  unreasonable  men,  who  have  refused  to  see  the 
light. 

Even  with  the  limited  powers  the\'  have  at  their  command, 
our  conciliators  have  made  an  enviable  record  in  settling  strikes 
and  lockouts.  What  they  have  saved  the  country  in  loss 
through  stoppage  of  production,  it  is  impossible  to  calculate. 
But  these  men  are  called  upon  to  handle  differences  in  every 
variety  of  industry,  and  whatever  may  be  their  native  ability-, 
they  cannot  be  ex}>ccted  to  possess  a  technical  knowledge  of 
even,'  industr\-,  nor  can  thev  be  txjjected  to  have  the  technical 
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equipment  especially  necessary  to  a  thorough  and  lasting  settle- 
ment of  disputes  in  these  more  complicated  industries.  Hence 
we  have  come  face  to  face  with  the  need  of  a  type  of  conciliator 
who  shall  have  powers  of  moral  suasion  and  be  also  a  technical 
expert  in  the  industry  to  which  he  is  assigned. 

We  shall  need  a  number  of  these  special  men,  and  in  every 
case  we  shall  want  a  man  of  the  broadest  gauge.  Each  man 
among  the  number  must  know  his  special  industry  inside  out, 
from  top  to  bottom.  He  must  know  every  technical  process 
involved  in  that  industry.  He  must  know  what  is  to  be  ex- 
pected of  every  worker  at  each  step  of  the  process,  from  water 
boy  to  skilled  machinist.  He  must  also  know  something  of  the 
operation  of  management,  so  as  to  have  the  necessary  sympathy 
and  understanding  for  the  problems  and  hazards  that  go  with 
the  handling  of  the  business.  He  must  recognize  the  merits  of 
any  organizations  among  the  employees.  He  must  be  a  shrewd 
judge  of  the  personalities  with  whom  he  is  thrown  in  contact. 
But  above  all,  he  must  be  a  man  to  command  the  respect  and 
trust  of  both  management  and  employees.  He  must  have  their 
confidence.  He  must  be  able  to  make  friends  with  both  sides. 
He  must  have  the  ability  to  pass  judgment  that  shall  be  so 
penetrating,  so  searching,  so  thorough  and  so  dependable  and 
fair,  that  his  services  will  not  only  be  tolerated  but  will  be 
•welcomed  by  both  management  and  men,  as  the  best  and  quick- 
est way  out  of  any  difficulty.  It  is  obvious  that  a  man  "having 
this  equipment  and  this  fund  of  information  will  be  able  to 
present  a  complete  and  unbiased  report  to  the  public. 

We  find  that  our  present  conciliators  are  more  and  more 
sought  after  as  disinterested  parties  in  the  unraveling  of  in- 
dustrial tangles.  They  do  not  have  to  interfere ;  they  are 
eagerly  wanted,  and  more  and  more  often  invited  to  help. 
How  much  more  is  this  apt  to  be  the  case  when  we  have  in 
addition  to  these  conciliators  already  at  work,  the  more 
specially  trained  man  who  is  able  to  enter  with  a  special  under- 
standing into  the  knotty  technical  problems  that  so  often  create 
industrial  difi"erences? 

Now  I  believe  that  deep  down  in  his  heart  every  American 
employer,  and  every  American  workman,  wants  to  get  on  in 
peace.  When  we  have  industrial  warfare,  it  is  not  from  wilful 
malice,  it  is  on  account  of  some  deep-seated  misunderstanding. 
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In  nearly  every  case,  the  warring  parties  are  only  too  glad  to 
make  and  keep  peace.  The  difftcult)'  is  only  in  arriving  at 
the  necessarj'  mutual  understanding.  Our  special  men  will 
be  able  to  supply  that  needed  comprehension  in  the  fullest 
measure,  and  I  cannot  help  thinking  that  they  will  soon  come 
to  be  welcome  fixtures  in  our  industrial  system. 

Let  us  picture  one  of  these  special  men  and  his  work.  Sup- 
pose he  is  an  expert  in  the  textile  or  garment  manufacture  and 
has  been  assigned  to  that  industry.  He  will  know  every  phase 
and  process  of  production  in  that  industry.  He  will  know  the 
cost  to  the  manufacturer  of  each  step  of  it  and  the  strain  or 
demand  that  each  step  of  the  process  lays  upon  the  mind  and 
strength  of  the  worker.  INIore  than  that,  he  will  know  the 
men,  the  managers  and  the  employees.  He  will  know  the 
character  of  each,  whether  the  manager  is  "  hard-boiled  "  or 
humane,  whether  the  boss  is  exacting  or  fair,  and  which  of  the 
employees  are  quick  and  efficient  or  lazy  and  stolid.  He  will 
discover  the  undesirable  men  among  the  workers,  the  fanatic, 
the  radical,  and  he  may  do  much  to  win  over  such  men  to 
sensible  conduct  and  principles  or  he  may  help  to  eradicate 
the  mischief-makers  altogether.  These  are  only  a  few  of 
the  human  and  mechanical  features  that  our  special  conciliator 
will  have  always  in  mind  to  guide  him  in  shaping  his  judgment. 

Naturally  such  a  man,  having  won  the  confidence  of  both 
managers  and  men,  will  have  knowledge  of  any  coming  differ- 
ence or  dispute  long  before  it  comes  to  a  head.  A  timely  word 
of  caution  from  him  may  prevent  the  difference  altogether — 
for  it  is  in  prevention  that  such  an  expert  will  come  to  be  most 
useful  of  all.  He  will  be  able  to  show  both  sides  the  righteous 
path.  Men  who  refuse  to  accept  friendly  advice  are  nearly 
always  obliged  to  yield  when  the  heav\-  cost  of  open  battle 
brings  them  to  terms.  Hence,  if  our  special  conciliator  is  un- 
able to  forestall  a  dispute,  he  may  )-et  use  his  good  offices  in 
straightening  out  a  deadlock  where  the  forces  engaged  have 
been  too  heated  and  headstrong  to  come  to  an  agreement 
without  a  showdown.  But  I  am  confident  that  the  useful- 
ness of  such  a  man  in  the  service  of  conciliation  will  soon 
become  so  clear  that  he  will  always  be  welcome  to  both  em- 
ploNcr  and  worker,  as  a  maker  and  preserver  of  i)eace,  as  a 
man  who  prevents  stoppage  of  production  and  j)rofits  as  well 
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as  stoppage  of  work  and  pay.  Early  after  his  entrance  into 
office  President  Harding  declared  it  to  be  his  guiding  principle 
in  the  matter  of  industrial  disturbances  "  to  stop  strikes  be- 
fore they  began."  Our  plan  seems  to  me  to  be  the  most  prac- 
tical method  of  carrying  out  that  supremely  sensible  idea. 

Yet  this  is  only  a  part  of  the  usefulness  to  be  expected  of 
these  special  men.  We  shall  want  men  who  have  some  broad 
general  knowledge  outside  of  their  technical  specialty.  We 
want  conservative  men  who  are  able  to  follow  the  trend  of 
events  and  the  tendencies  of  the  times.  We  want  men  who 
realize,  for  instance,  that  many  of  the  tyrannical  shop  rules 
of  a  union,  so  much  complained  of,  have  often  been  provoked 
by  some  equally  tyrannical  rules  on  the  part  of  a  thoughtless 
employer.  We  want  men  who,  by  force  of  intellect  and  char- 
acter, can  talk  the  leaders  of  either  side  out  of  any  unreason- 
able stand.  An  industry,  even  the  one  most  cursed  with  labor 
troubles,  is  not  always  in  a  state  of  war,  and  there  will  be 
plenty  for  our  special  men  to  do  in  the  time  of  peace.  These 
men  can  then  become  most  useful  of  all  in  giving  talks  before 
meetings  of  workers,  for  example,  on  simple  economic  prin- 
ciples, or  perhaps  on  the  great  problems  and  the  heavy  risks 
involved  in  the  management  of  great  manufacturing  enter- 
prises. 

These  men  will  also  be  able  to  keep  managers  reminded  of 
the  trials,  the  weaknesses,  the  struggles  and  the  ambitions  of 
the  man  who  toils  at  the  looms  or  the  rolls.  It  is  one  of  the 
calamities  of  the  modern  industrial  system  that  the  old  inti- 
mate, personal  contact  between  manager  and  men  has  been 
lost.  In  these  special  men,  I  see  a  way  to  reestablish  at  least 
something  of  that  lost  and  valuable  association.  Or  these  men 
may  give  instructive  lectures  to  the  public,  in  the  schools  or 
churches  or  halls  or  other  public  forums.  People  are  always 
eager  to  know  how  the  other  man  works ;  the  various  operations 
of  manufacture  in  any  industry  are  always  a  fascinating  story. 
And  the  general  knowledge  thus  gained,  in  periods  of  quiet 
progress,  is  always  useful  to  the  public  in  shaping  the  opinion 
as  to  the  merits  of  any  dispute  that  may  arise. 

In  fact,  I  can  see  no  bounds  to  the  comprehensive  usefulness 
of  these  special  conciliators  we  plan  to  have.  I  am  con- 
fident that  with  their  aid  we  shall  be  removing  a  vast  deal  of 
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friction  from  industry,  and  lifting  a  heavy  burden  of  waste 
from  the  back  of  the  public — which  always  in  the  long  run  pay? 
the  cost  of  every  strike  in  the  form  of  higher  prices.  We  hope 
to  see  these  special  men  "wanted;  we  want  them  to  be  sought 
after,  and  with  an  enlightened  public  opinion  behind  them, 
their  authority  will  be  enhanced  in  precisely  the  right  way. 
Their  services  then  will  not  be  as  Government  officials  but  as 
spokesmen  for  the  master  employer  of  us  all — the  great  public 
itself.  When  we  have  established  this  system  of  special  ser- 
vice such  as  I  have  outlined,  I  am  convinced  that  we  .'*hall  have 
found  a  thing  long  lacking  and  long  wanted — oil  at  points  of 
friction  in  the  mechanism  of  American  industry  that  have  never 
been  properly  lubricated  before. 

While  this  corps  of  special  conciliators  we  hope  to  have  will 
take  care  of  modern  points  of  friction  in  industry,  I  am  well 
aware  that  there  are  many  more  points  where  efforts  to  promote 
cooperation  are  sorely  needed.  There  are  certain  great  need? 
of  the  workers  that  we  have  too  long  o>'erlooked.  I  am  going 
to  pass  over  the  worker's  need  of  some  relief  from  the  fright- 
ful monotony  resulting  from  the  fact  that  certain  parts  of 
modern  industry-  have  taken  away  from  him  all  joy  of  creative 
effort  and  have  condemned  him  to  tedious  operation  of  a  special 
machine.  A  good  deal  of  labor  unrest  arises  simply  from  the 
boredom  and  the  monotony  of  this  extreme  specialization. 

I  am  also  going  to  pass  over  the  worker'e  need  for  a  greater 
security  in  his  job.  In  the  best  of  times,  he  never  knows  when 
health  may  fail  him  or  a  foremen's  whim  may  toss  him  from  his 
job.  In  his  most  prosperous  days  the  vision  of  the  ultimate 
fX)or-house  is  only  too  vivid  before  his  eyes.  Some  day  we 
shall  be  forced  to  remove  these  menaces  or  face  serious  co«- 
scquences  in  the  fabric  of  our  social  organization. 

But  at  this  moment  I  am  thinking  of  a  still  more  pressing 
need  felt  by  the  worker. 

Before  I  come  to  that  need,  let  me  remind  you  that  we  all 
talk  freely  of  supply  and  demand,  always  with  the  impression 
that  demand  originates  with  the  great  j)ublic,  and  that  supply 
is  something  to  be  looked  after  exclusively  by  working  people. 
We  forget  that  the  situation  may  be  reversed,  and  that  the 
worker  himself  may  have  demands  which  it  is  the  duty  of  the 
public  to  supply.      \\  hen   these  demands  do  come    from   the 
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workers,  we  are  apt  to  take  fright  and  regard  such  things  as 
radical  and  dangerous.  I  do  not  believe  they  are.  I  believe 
the  worker  has  his  legitimate  moral  demands  to  make,  and  that 
those  demands  must  sooner  or  later  be  supplied. 

For  years  we  have  been  hearing  demands,  for  instance,  for 
the  living  wage.  I  have  said  it  before,  and  I  say  it  again,  that 
I  am  against  the  living  wage.  I  am  against  the  living  wage 
because — it  is  not  enough.  It  is  a  beggarly  allowance  from  a 
public  2&  rich  as  ours  to  a  worker  as  skilled  and  thrifty  as  our 
American  toiler,  whose  hands  have  wrought  so  wonderfully 
in  the  enrichment  of  our  country. 

It  is  no  longer  enough  for  the  man  who  toils  merely  to 
exist,  merely  to  be  able  to  meet  fluctuations  in  the  cost  of  liv- 
ing. Once  again  I  am  drawing  upon  the  President  for  the 
most  forcible  statement  of  this  idea.  He  said,  "  The  work- 
man's lowest  wage  must  be  enough  for  comfort,  enough  to 
make  his  house  a  home;  enough  to  insure  that  the  struggle  for 
existence  shall  not  crowd  out  the  things  that  are  worth  exist- 
ing for."  The  time  has  come,  I  feel  certain,  when  we  have  got 
to  consider  the  inevitable  demand  for  something  better  than 
this.  The  day  is  at  hand  when  we  have  got  to  forget  the 
living  wag«  and  base  our  calculations  upon  the  saving  wage. 

That,  I  know,  is  an  elastic  term.  One  man  will  manage  to 
save  on  a  wage  lower  than  that  received  by  a  man  who  is 
chronically  in  debt.  Nevertheless,  some  average  between  the 
two  will  have  to  be  struck.  As  a  matter  of  fact,  our  pro- 
gressive employers  are,  and  have  been,  paying  the  saving  wage. 
In  spite  of  all  the  extravagant  buying  during  the  boom  of  war 
and  after,  when  high  wages  seemed  to  be  going  into  silk  shirts 
and  stockings  and  fur  coats,  the  American  workman  in  the 
great  majority  has  saved  his  earnings.  Most  of  us  have  failed 
to  notice  the  significant  fact  that  during  this  long  period  of 
unemployment,  cases  of  actual  distress  have  been  gratifyingly 
few.  We  have  actual  figures  to  show  that  the  American  work- 
man has  managed  to  pay  his  way  thus  far,  at  the  grocery  and 
the  butcher  shop,  for  the  excellent  reason  that  he  has  had  his 
.savings  to  draw  upon.  It  is  a  pity  that  his  means  have  had  to 
be  expended  in  this  way,  but  they  have  proved  to  be  a  fortu- 
nate salvation  to  him  and  to  the  country. 

Now,  if  the  worker  has  learned  anything  from  this  lesson 
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of  liard  times,  he  has  learned  better  tlian  ever  the  lesson  of 
thrift  and  saving.  In  the  future  he  will  insist  upon  saving 
and  he  will  insist  upon  receiving  enough  to  enable  him  to  save. 
We  cannot  stop  that.  Do  we  want  to  stop  it?  I  am  perfectly 
con\inced  that  it  is  a  justifiable  economic  demand.  But  it  is 
more  than  that,  it  is  a  deep  human  craving,  and  we  all  know 
that  the  laws  of  human  nature  have  a  way  of  crossing  the 
laws  of  economics  at  times.  And  I  believe  that  if  we  do  not 
grant  it  of  our  own  free  will,  natural  law  is  going  to  exact  the 
saving  wage  in  time. 

We  have  got  to  get  away  from  the  idea  that  it  is  not  what 
the  workman  earns  by  the  day  that  counts,  it  is  what  he  earns 
by  the  year.  The  intelligent  workman  himself  has  already 
got  away  from  that  idea.  He  has  seen  the  light  and  in  the  near 
future  I  believe  we  are  going  to  be  compelled  to  adjust  our 
industrial,  financial  and  social  systems  to  that  end.  If  that 
craving  on  the  part  of  the  worker  to  save  and  possess  means 
is  not  a  wholesome  craving,  then  I  do  not  know  what  health 
is.  And  I  do  not  believe  it  is  going  to  place  an  undue  strain 
upon  society  to  gratify  a  craving  so  beneficial  to  itself.  Let  us 
remember  this — when  the  workman  saves,  it  is  the  country 
that  saves  and  benefits  accordingly. 

The  good  to  result  from  such  a  transfer  of  capital  into  new 
hands  will  be  felt  at  once.  I  know  hundreds  of  workmen  who 
would  like  to  build  and  own  their  own  homes.  They  have  the 
capacity  to  earn  and  pay  for  those  homes.  Yet  when  such  a 
man  goes  to  certain  bankers,  he  is  refused  a  loan  altogether 
or  he  is  told  that  the  bank  has  no  funds,  and  he  may  be  re- 
ferred to  some  interested  "  friend  ",  who  has  money  to  lend. 
The  "  friend  "  is  too  often  a  man  in  league  with  the  bank  and 
engaged  by  that  bank  in  unloading  undesirable  real  estate. 
Or  if  the  workman  docs  obtain  the  promise  of  a  loan,  he  is 
confronted  with  so  many  discounts,  so  many  fees,  as  to  raise 
his  interest  to  a  j^rohibitive  figure  and  discourage  him  from 
building.  Just  now  the  countr\'  is  short  of  houses  to  an  ap- 
palling extent  and  we  are  never  going  to  sec  building  in  this 
countr)'  until  many  of  our  banking  institutions  take  down  the 
three-ball  sign  that  hangs  invisible  in  front  of  them.  We  are 
never  going  to  have  normal  construction  until  some  of  our 
banking  institutions  come  down  to  a  sensible  and  normal  basis. 
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I  think  that  the  possession  of  more  savings,  a  larger  amount 
of  capital,  by  our  workers  is  going  to  have  a  liberalizing  effect 
on  the  management  of  many  of  our  financial  institutions. 
Tliey,  more  than  any  of  the  rest  of  us,  need  to  acquire  a  new 
respect  for  the  saving  worker.  In  every  bank  there  should  be 
posted  the  story  of  the  little  boy  in  the  Sunday  School  who  was 
asked,  "  Why  should  we  be  kind  to  the  poor?  "  He  answered, 
"  Because  you  never  can  tell  when  they  are  going  to  be  rich." 
That  may  be  mighty  poor  religion,  but  it  is  splendid  banking 
philosophy.      It  is  good  business  philosophy  for  us  all. 

The  saving  wage  is  at  hand,  and  we  may  as  well  adjust  our- 
selves to  it.  The  American  worker  has  a  deep-rooted  hatred 
of  remaining  forever  poor.  His  enrichment  means  the  enrich- 
ment of  the  country.  It  is  not  that  we  are  going  to  lavish  gifts 
upon  him.  It  is  not  that  we  are  going  to  impoverish  the  con- 
sumer for  his  benefit.  It  is  only  that  we  must  pay  him  what 
he  is  entitled  to,  that  small  additional  fraction,  that  margin 
above  necessity,  which  will  mean  so  much  to  him  and  will  be- 
come his  contribution  to  the  wealth  of  us  all. 

If  you  want  to  hit  on  one  point,  at  least,  where  you  will  be 
absolutely  sure  of  cooperation  from  the  worker,  you  can  find 
it  there — in  the  saving  wage.  If  you  are  wise  you  will  wel- 
con:e  it. 
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THE  VALUE  OF  GOOD  WILL  IN  GOVERNMENT 
EMPLOYMENT 

WILL  II.   IIAVS 
Poatmaster-Gencral 

IN  a  discussion  of  the  administrative  reorganization  of  the 
Federal  Government  I  have  already  presented  to  the 
members  of  the  Academy  some  facts  relating  to  the 
Postal  Service.^  Elsewhere,  I  have  also  discussed  at  greater 
length  the  human  aspects  of  go\ernmcnt  employment  as  il- 
lustrated in  the  Post  Office  Dejjartment,  in  which  there  are 
three  hundred  and  twenty-six  thousand  postal  co-workers  en- 
gaged daily  in  serving  the  one  hundred  and  ten  million  people 
in  the  United  States,  or  one  for  every  three  hundred  and 
thirty-seven  persons  in  the  population.  If  it  were  possible 
I  would  like  to  discuss  the  human  factor  or  the  value  of  good 
will  in  every  department  of  Government  service.  The  same 
principles  apply  to  all  from  the  smallest  to  the  largest  Govern- 
ment bureau  or  department.  For  the  sake  of  brevity,  how- 
ever, I  shall  confine  myself  to  the  one  department  which  I 
know  best,  the  department  which  happens  to  be  the  largest 
emploj-er  in  any  branch  of  our  Government  service  and  to 
employ  within  its  scope  several  businesses  which  arc  the  lar- 
gest of  their  kind  in  the  world. 

When  I  went  into  the  postal  service  on  the  fourth  of  March 
a  man  who  had  until  that  time  been  prominent  in  the  conduct 
of  the  Department  said  to  me:  "  You  arc  going  to  have  labor 
troubles,  of  course.  You  can  make  up  your  mind  to  that. 
Labor  is  a  commodity  and  you  must  treat  it  as  such.      If  you 

>  See  article  entitled  "  Important  Aspect*  of  A<Hiinlstr ifivc  Reform  ia 
the  Federal  Ciorernnient  ",  Section  on  "  Postal  Service",  Proceedings 
of  the  Academy  of  i'olittcal  Sciei:ce,  vcliiinc  IX,  No.  3,  July  1921,  p.  l-'9 
et  scq.;  al-so  see  Review  of  Heveicx,  Dfccmbpr,  1021,  article  cntitlcil  "  The 
lluninn  Side  of  the  I'ojtal  i-ervice  ",  in  whiili  I  have  pr.'Ben'.od  at  fjr.'ater 
length  the  same  material  presented  here.  1  nni  irdcbted  to  the  Kditor  of 
the  lUtiew  of  Kevicut  for  poruia>ioD  to  reproduce  parts  of  that  article  ia 
thia  (Jiacussion. 
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have  a  job  to  do  and  one  man  to  do  it  he  fixes  the  price;  if  a 
hundred  men  can  do  it  you  fix  the  price.  And  if  one  man  will 
do  it  at  your  price  that  is  all  it  is  worth.  Labor  is  a  com- 
modity the  same  as  wheat."  That  man  was  exactly  1921 
years  behind  the  time.  Labor  is  not  a  commodity.  Labor 
is  the  human  factor  by  which  ideas  backed  by  brains  and 
capital  are  turned  into  achie\'ements. 

There  is  no  business  in  the  world  so  dependent  en  the  human 
factor  as  the  postal  service.  In  every  department,  individual 
initiative  and  intelligence  are  called  into  play,  whether  it  be 
in  deciphering  a  badly  written  address,  distributing  mail,  sell- 
ing a  postage  stamp,  following  the  trail  of  a  lost  registered 
letter,  laying  out  a  rural  route  or  keeping  up  the  nerve  of  a  city's 
mail  carrier  under  a  deluge  of  Christmas  mail.  In  many  of 
our  greatest  industries  we  have  managed  to  reduce  the  human 
equation  to  a  minimum  but  no  one  has  yet  invented  anything 
to  take  the  place  of  a  man  in  the  delivery  of  letters.  Today, 
as  a  hundred  years  ago,  we  are  dependent  on  the  nerve  and 
the  sense  of  loyalty  of  a  human  being  for  the  punctual  delivery 
of  our  mail,  regardless  of  the  weather  and  everything  else. 
To  treat  Max  Puett  who  delivers  mail  on  a  certain  route  in 
Topeka,  Kansas,  as  a  mere  commodity  in  the  labor  market  is 
not  only  wicked  from  a  humanitarian  standpoint,  it  is  foolish 
and  shortsighted  even  from  the  standpoint  of  business.  An 
employee  who  is  conscious  that  he  is  regarded  as  a  mere  com- 
modity will  do  enough  to  "  get  by  "  and  keep  his  job  until  he 
finds  another,  and  he  will  do  no  more.  He  contributes  noth- 
ing to  the  morale  of  the  organization ;  the  chances  are,  in  fact, 
that  there  will  be  no  morale  to  which  to  contribute.  He 
grouches,  and  passes  on  his  grouch.  Feeling  that  he  is  ill 
treated  by  his  Government  he  does  his  work  badly,  with  the 
consequence  that  soon  everybody  is  growling  at  the  mail  service 
and  at  the  Government.  A  postal  employee,  on  the  other  hand, 
who  is  regarded  as  a  human  being,  whose  welfare  is  important 
to  his  fellows,  high  and  low,  in  the  national  postal  organi- 
zation, is  bound  to  do  his  work  with  a  courage,  a  zest  and  a 
thoroughness  which  no  money  alone  ever  can  buy.  The  se- 
curity which  he  feels,  he  passes  on  to  the  men  and  women  he 
serves.  Instead  of  a  distrust  of  his  government  he  radiates 
confidence  in  it. 
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When  we  took  hold  oi'  the  administration  of  the  Post  Office, 
seeking  for  some  point  of  application  in  an  earnest  desire 
quickly  to  improve  the  situation,  we  looked  at  the  relation  that 
existed  between  the  employees  and  the  Department;  it  seemed 
that  there  was  the  field  in  which  the  greatest  progress  might 
be  made  in  the  shortest  time.  I  was  sure  that  by  merely 
introducing  a  different  spirit  into  these  relations,  by  making 
the  employees  more  comfortable  and  giving  them  assurance 
of  their  future  commensurate  with  their  work  and  importance 
as  a  matter  of  simple  justice — by  merel)'  doing  this  I  felt  con- 
fident we  could  accomplish  the  equivalent  of  adding  many 
thousand  employees  to  the  Department.  And  in  proof  of  the 
good  in  human  nature  and  for  the  benefit  of  public  and  private 
employers  everywhere  who  may  contemplate  the  same  step,  the 
public  may  be  glad  to  know  that  this  assumption  has  been 
correct.  The  most  important  element  in  any  service  is  the 
spirit  of  the  men  doing  it.  In  the  Post  Office  service  we  have 
gotten  away  from  any  idea  that  labor  is  a  commodity.  We 
have  had  326,000  employees  in  the  Post  Office  Department; 
today  we  have  326,000  co-workers.  When  these  326,000  men 
and  women  start  out  determined  to  do  this  work  better,  noth- 
ing can  stop  the  successful  consummation  of  their  efforts. 
Developments  are  proving  this  fact. 

What  are  the  possibilities  of  the  influence  of  the  postal 
workers  for  the  spread  of  either  good  feeling  or  ill  will? 
The  figures  I  have  already  noted  give  a  hint  of  them — 326,000 
co-workers  serving  daily  1 10,000,000  people.  Is  it  worth 
while  or  not,  making  these  326,000  feel  that  they  are  a  part, 
not  of  a  machine,  but  of  a  living  human  organism?  Is  it  worth 
while  or  not,  making  them  feel  that  tiiey  are  getting  a  square 
deal,  and  seeing  that  they  get  it? 

I  have  repeatedly  stated  that  it  is  our  intention  to  humanize 
the  postal  service.  I  mean  by  that  that  I  want  to  make  every 
man  and  woman  feel  that  in  this  greatest  of  all  the  world's 
business  undertakings  he  is  a  partner,  whose  individual  judg- 
ment is  valued  and  whose  welfare  is  of  the  utmost  imj">ortance 
to  the  successful  operation  of  the  whole  organization.  The 
postal  employees  are,  in  a  high  sense,  the  servants  of  the  re- 
public. They  make  functioning  of  a  democracy  possible. 
They  are  more  than  employees — they  are  members  of  an  order. 
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To  make  them  conscious  of  the  high  significance  of  their  call- 
ing I  consider  in  every  way  the  most  important  work  I  have 
to  do,  for  they  are  the  ambassadors  of  Uncle  Sam  to  the 
homes  of  America,  and  the  spirit  in  which  they  go  about  their 
work  affects  the  spirit  of  the  whole  American  people. 

I  am  not  certain  but  that  under  years  of  a  kind  of  an  admin- 
istrative aloofness  from  interest  in  the  affairs  of  the  postal 
workers,  each  branch  of  the  big  establishment  was  growing 
more  and  more  to  function  separately  with  a  minimum  of 
cooperation  with  the  other  branches  of  the  service.  Each 
postmaster  had  managed  his  own  office  as  a  small  individual 
unit,  each  executive  having  his  own  idea  as  to  his  dealing  with 
his  subordinates.  Postal  workers,  possibly,  were  not  closely 
in  contact  with  heads  of  bureaus  and  the  Postmaster- General's 
office  at  Washington.  The  conception  which  many  of  our 
officials  have  had  of  discipline  has  been  that  of  abjection.  I 
am  a  little  afraid  that  some  had  so  long  entertained  that  notion, 
that  they  have  been  unable  possibly  to  comprehend  a  partner- 
ship relation  of  officials  and  employees,  where  kindness,  cour- 
tesy and  consideration  are  the  very  foundation  of  good  dis- 
cipline. This  official  attitude  may  be  illustrated  by  citing  the 
fact  that  a  certain  official  wrote  a  clerk  who  had  appealed  his 
case  that  he  didn't  feel  called  upon  to  submit  his  case  for  the 
consideration  of  the  Department.  He  said  that  it  was  not 
deemed  a  matter  of  concern  to  a  clerk  what  the  attitude  of  the 
Department  was,  as  supervisory  officials  were  held  respon- 
sible for  the  proper  administration  of  the  service.  We  want 
every  postal  co-worker  to  feel  that  he  has  more  than  a  job. 
.A.  letter-carrier  does  a  good  deal  more  than  bring  a  letter 
into  a  home  when  he  calls.  He  ought  to  know  the  interest 
which  his  daily  travels  bring  to  the  home  and  those  whom 
he  serves  will  do  well  to  make  this  clear  to  him. 

In  his  great  inaugural  address  President  Harding  said : 
"  Service  is  the  supreme  commitment  of  life.  I  would  rejoice 
to  proclaim  the  era  of  the  golden  rule  and  crown  it  with  the 
autocracy  of  service." 

When  students  read  history  a  century  from  today,  they  will 
find  on  record  no  more  magnificent  statement.  I  would  make 
that  statement  the  platform  of  this  Department.  He  did  not 
mean  ser\'ice  to  self.      Men  do  not  refer  to  service  in  that  spirit 
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t\hcn  they  mean  self-service.  He  meant  service  as  individuals 
to  each  other;  he  meant  service  in  this  country  by  one  group 
to  another;  he  meant  service  by  us  all  to  our  common  country 
and  service  by  our  common  country  to  the  welfare  of  mankind. 
Humanizing  the  postal  service  is  simply  the  first  step  in  carry- 
ing out  the  purpose  of  the  postal  platform.  Humanizing  the 
postal  service  is  simply  a  192 1  application  of  the  golden  rule. 
We  are  trying  to  help  declare  the  President's  era  of  the  golden 
rule  by  applying  it  in  the  postal  service — 326,cx)0  partners, 
326,000  men  and  women  with  the  same  objective,  with  the  same 
hopes  and  aspirations,  all  working  together  for  the  same  pur- 
pose, with  a  mutual  appreciation  one  for  the  other,  serving 
an  appreciated  and  appreciating  public.  H  we  can  improve 
the  spirit  and  actual  working  conditions  of  these  326,000  men 
and  women  who  do  this  job,  that  in  itself  is  an  accomplish- 
ment; and  it  is  just  as  certain  to  bring  a  consequent  improve- 
ment in  the  service  as  tomorrow's  sun  is  sure  to  rise. 

That  honest  and  efficient  labor  should  have  a  voice  in  those 
phases  of  the  management  of  a  business  which  concern  work- 
ing conditions  and  a  living  wage  commensurate  with  the  value 
of  the  scrxice,  is  but  common  justice.  The  practical  appli- 
cation of  the  general  idea  to  the  Post  Office  is  a  problem  which 
cannot  be  worked  out  except  with  the  coojicration  of  post- 
masters, the  other  officials  and  the  employees.  With  this  in 
view  we  ha\e  inaugurated  and  are  endeavoring  to  develop  as 
rapidly  as  possible  a  full  functioning  Welfare  Department 
just  as  definite  in  its  duties  and  as  certain  in  its  execution  as 
the  fiscal  department  or  any  other  department  in  the  Govern- 
ment. It  is  in  charge  of  an  individual  splendidly  competent 
to  look  after  it.  Every  other  large  and  really  successful  in- 
dustry in  the  country  has  adopted  welfare  measures.  This 
humanizing  business  is  not  original.  It  has  been  the  definite 
trend  of  American  business  for  the  past  generation.  Just  how 
far  we  can  go  with  it  in  the  Post  OflRce  Department  I  do  not 
know,  but  it  is  certain  that  very  much  can  be  done  and  not  in 
any  .sense  in  lieu  of  wages;  much  is  being  done  and  shall  be 
done.  All  thore  things  that  are  developed  successfully  for 
tlic  welfare  of  the  employees  in  other  successful  businesses 
must  be  done  as  far  as  possible  in  this,  the  greatest  of  all  busi- 
ness.    Why  it  has  not  been  .seriously  attempted  before  in  the 
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Post  Office  Department  I  do  not  know.  Uncle  Sam  must  be 
just  as  good  a  boss  as  any  private  employer  and  I  am  deter- 
mined to  make  him  so,  as  far  as  the  Post  Office  service  is 
concerned. 

A  National  Welfare  Council  has  been  organized  composed 
of  representati\es  elected  by  the  various  national  organiza- 
tions of  postal  workers.  This  council  meets  periodically  with 
the  Welfare  Head  to  discuss  matters  of  national  postal 
importance. 

Employees  will  organize  local  welfare  councils  and  elect 
representatives  from  each  class  of  employees,  such  as  clerks, 
carriers,  railway  postal  clerks,  rural  carriers  etc.  The  coun- 
cils may  be  organized  at  any  post  office  or  railway  mail  head- 
quarters where  conditions  justify  their  need.  I  have  approved  a 
model  plan  for  the  constitution  of  local  councils  adopted  by  the 
National  Welfare  Council  and  the  Welfare  Department.  The 
object  of  the  councils  under  Article  II  of  the  constitution  is 
to  increase  the  efficiency  of  the  Postal  Service,  to  improve 
working  conditions  in  the  post  office,  and  to  effect  closer  co- 
operation and  better  understanding  between  the  public,  the 
officials,  and  the  employees  of  the  Postal  Service. 

The  duties  of  the  local  council  are  to  consider  the  matters 
of  local  interest  which  have  relation  to  the  accomplishment 
of  the  object  stated  in  Article  II.  All  matters  that  affect 
working  conditions  of  employees,  whether  these  deal  with 
sanitation,  efficiency,  or  cooperation  between  employees,  offi- 
cials and  the  public,  are  legitimate  subjects  for  discussion  and 
consideration  by  the  council.  Grievances  of  employees,  when 
presented  in  v.riting  by  the  employee  or  by  a  member  repre- 
senting the  employee,  are  to  be  considered  by  the  council  in  its 
advisory  capacity.  The  council  may  at  its  discretion  permit 
the  employee  to  produce  witnesses.  The  views  of  the  council 
as  expressed  in  a  majority  vote  shall  be  transmitted  to  the  post- 
master for  his  consideration.  Similarly,  the  council  may  con- 
sider suggestions  and  recommendations  of  employees  for  the 
betterment  of  the  service,  and  in  a  similar  fashion,  shall  trans- 
mit these,  as  approved  by  the  council  on  a  majority  vote,  for 
the  consideration  of  the  postmaster. 

The  Welfare  Department  has  made  a  survey  of  the  leading 
post  offices  as  to  physical  conditions  which  may  affect  the  wel- 
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fare  of  tlic  ciiijjloyees.  About  four  thousand  questionnaires 
have  been  filled  out  by  the  postmasters  in  a  like  number  of 
the  larger  offices  aided  by  the  employees.  One  part  of  this 
questionnaire  covers  questions  of  heat,  light,  sanitation,  rest 
rooms  etc.,  and  this  portion  will  be  turned  over  to  the  450  post 
office  inspectors  who  have  been  personally  advised  that  they 
must  report  on  these  conditions  and  effect  a  correction  of  any 
defects  through  cooperation  of  the  postmaster  and  report  the 
facts  to  the  Department.  The  other  portion  of  the  question- 
naire contains  questions  affecting  working  conditions,  hours  of 
labor,  efficiency  ratings  etc.,  which  will  be  the  basis  for  study- 
ing these  conditions.  Employees  have  had  an  equal  part  in 
preparing  the  replies  to  the  questionnaire. 

We  have  made  arrangements  with  the  American  Red  Cro^s 
which  will  enable  post  offices  to  secure  first-aid  kits  at  cost 
from  the  local  chapters  of  the  Red  Cross  and  they  hare  volun- 
teered to  undertake  to  organize  first-aid  classes  in  post  offices 
where  such  instruction  is  desired.  The  Public  Health  Service 
will  make  periodical  inspections  of  post-office  quarters  to 
ascertain  whether  they  are  sanitary  and  properly  equipped  for 
the  health  of  postal  workers;  it  will  also  conduct  some  tests  in 
cxiimining  the  eyes  of  the  postal  workers  in  order  to  ascertain 
tlrat  the  ejes  are  not  subject  to  unnecessary  strain  and  that 
defective  vision  is  properly  corrected.  In  some  post  otTices 
postmasters  are  arranging  to  have  treatment  given  to  the  feet 
of  employees  whose  duties  require  a  great  deal  of  standing 
or  walking. 

Most  of  the  suggestions  for  the  changes  which  have  been 
made  in  the  postal  establishment  since  March  have  come  from 
the  co-workers  in  the  service.  In  June  of  this  year  the  policy 
was  changed  with  respect  to  restoration  and  subsequent  pro- 
motion of  employees  who  have  been  reduced,  by  a  more  liberal 
interpretation  of  the  Act  of  June  5,  1920,  so  that  an  emijloycc 
is  credited  with  any  period  of  service  done  satisfactorily  be- 
lore  the  date  of  his  reduction.  We  have  made  a  modification 
of  the  requirements  regarding  the  case  e.xamination  in  first- 
class  post  offices,  so  that  a  clerk  who  at  no  time  has  anything  to 
do  with  the  distribution  of  mail  will  be  relieved  of  the  un- 
necessary strain  of  taking  such  an  examination.  An  order 
\*as  issued  to  postmasters  to  grant  hearings  to  employees  or 
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their  representatives  and  if  the  postmaster  had  no  authority- 
necessary  to  correct  a  local  condition,  that  the  fact  be  sub- 
mitted to  the  Department.  Rural  carriers  who  had  been  paid 
heretofore  only  once  a  month  are  now  paid  twice  a  month.  We 
have  changed  the  rule  relative  to  the  reinstatement  of  em- 
ployees so  that  they  come  back  but  one  grade  lower  than  at 
the  time  of  separation  instead  of  at  the  entrance  salary. 

I  favor  a  change  in  the  ruling  on  sick  leave.  We  have  tried 
to  find  a  way  to  change  this  without  legislation.  It  is  not 
possible.  The  law  specifically  states  that  vacation  is  to  be 
afllowed  exclusive  of  Sunday  and  holidays  but  makes  no  men- 
tion of  such  provision  in  connection  with  sick  leave  with  pay. 
Under  this  law  the  Comptroller  has  decided  that  sick  leave  is 
to  be  reckoned  by  calendar  days.  This  conclusion  was  un- 
avoidable under  the  existing  law.  The  law  is  unfair  and 
we  have  recommended  a  change  in  the  law  to  take  care  of 
the  situation. 

Further,  I  have  heard  it  suggested  that,  due  to  the  character 
of  the  work  in  the  post  office,  tuberculosis  may  become  an  oc- 
cupational disease  in  our  institution.  I  cannot  believe  that 
this  is  so  and  every  effort  will  be  made  to  relieve  working  con- 
ditions that  could  bring  this  about.  But  it  has  occurred  to  mc 
that  it  would  be  a  splendid  thing  if  a  tuberculosis  hospital 
could  be  provided  for  those  who  have  been  stricken  with  this 
dreadful  disease  in  the  service — possibly  built  and  maintained 
by  the  men  in  the  service  themselves. 

Efforts  are  being  made  to  reduce  the  continuous  night  work 
of  employees.  This  is  being  accomplished  through  the  "  mail 
early  "  campaign  and  where  possible  the  night  workers  are 
placed  on  part  day  and  evening  shifts. 

In  cases  of  exceptional  valuable  service  rendered  by  em- 
ployees, the  fact  has  been  mentioned  in  a  note  of  appreciation 
published  in  the  Postal  Bulletin.  It  is  hoped  to  secure  legisla- 
tion to  reestablish  the  appropriation  for  payment  of  rewards 
for  suggestions  that  effect  a  money  saving  to  the  Department. 

The  system  of  efficiency  ratings  of  the  Postal  Service  are 
undergoing  changes.  They  have  been  productive  of  a  great 
deal  of  dissatisfaction  among  employees,  sometimes  operating 
to  prevent  the  maximum  of  effort  on  the  part  of  the  postal 
workers.      Instead  of  an  "  efficiency  report  "  it  might  be  better 
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termed  a  "  progress  report."  It  should  be  a  rcj)ort  that  will 
make  the  worker  feel  that  his  merits  rather  than  his  dcmerib* 
are  to  be  emphasized. 

Provision  has  been  made  that  credit  be  given  po.^tal  em- 
ployees and  substitutes  who  served  in  the  military,  marine,  or 
naval  services. 

The  practice  of  the  Department  in  connection  with  the  re- 
tirement of  employees  has  been  changed  and  instead  of  auto- 
matic retirement  when  the  retiring  age  is  reached,  an  oppor- 
tunity is  given  for  the  employee  to  remain  in  the  service  upon 
presentation  of  satisfactory  e\idcnce  from  his  superior  officer 
and  from  medical  authorities.  Personally,  I  would  go  further. 
I  favor  a  service  pension.  By  that  I  mean  a  pension  for,  say, 
thirty  years  in  the  service,  regardless  of  age.  This  should  be 
for  an  amount  adequate  in  the  circumstances. 

Firm  as  is  the  conviction  of  proven  demonstration  that  noth- 
ing will  contribute  so  much  to  the  betterment  of  the  service  as 
the  impro\ement  of  the  morale  and  the  cooperation  of  the  men 
and  women  doing  the  service,  I  am  just  as  firmly  convinced 
that  the  one  duty  above  all  others  which  we  owe  the  employees 
is  honestly  to  apply  the  merit  system.  You  can  not  exj^ect 
men  and  women  to  give  service  if  they  are  to  be  shuttlecocks 
of  politics.  I  have  said  and  I  reiterate  that  the  postal  estab- 
lishment is  most  certainly  not  an  institution  for  politics  nor 
for  profit,  but  an  institution  for  service.  It  would  be  my 
greatest  satisfaction  if  in  this  period  of  activity  I  might  con- 
tribute a  little  to  the  end  that  the  Postal  Service,  as  indeed 
the  entire  Ci\il  Service,  might  be  made  more  and  more  a 
desirable  career  into  which  the  young  man  can  enter  with  a 
certainty  that  his  services  will  be  performed  under  reason- 
able conditions  for  a  reasonable  wage  and  for  an  appreciative 
people.  The  men  and  women  who  constitute  the  great  army 
of  postal  co-workers  are  doing  a  distinct  government  and  pub- 
lic service  and  they  are  entitled  to  an  appreciation  commensu- 
rate with  the  efficiency  and  importance  of  that  service.  The  very 
first  element  of  a  proper  appreciation  is  to  make  certain  that 
honest  and  efficient  service  shall  be  honestly  recognized  and 
that  the  merit  system  shall  control  without  any  subterfuge  un- 
der any  circumstances  whatsoever. 

VVc  find  no  great  opposition  any  more  to  a  reasonable  appli- 
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cation  of  the  rule  of  Civil  Service  and  the  principle  of  pro- 
motions on  merit  in  the  classified  service.  It  takes  constant 
watching,  however,  and  there  is  no  department  of  government 
where  there  is  as  likely  to  be  a  breaking  down  and  loss  of 
what  has  been  gained  as  in  the  Post  Office  Department,  There 
are  a  total  of  about  600,000  classified  service  employees  in  the 
Government  and  288,500  of  these  are  in  the  Post  Office  De- 
partment. Our  12,500  Presidential  postmasters  are  not  in  the 
classified  service  and  I  am  fully  aware  of  the  skepticism  that 
exists  as  to  the  possibility  of  an  effective  application  of  the 
merit  system  in  the  appointment  of  Presidential  postmasters. 
This  skepticism  is  easily  understood.  The  entire  post-office 
service  has  been  more  or  less  regarded  over  a  long  period  of 
years  as  a  political  treasure  house  where  there  was  always 
available  that  which  might  be  needed  for  the  payment  of  poli- 
tical obligations  which  could  not  be  otherwise  discharged. 
Just  why  the  Post  Office  Department  has  been  used  for  this 
purpose  I  have  never  been  able  to  figure  out,  unless  possibly 
because  there  are  more  jobs  in  the  Post  Office  Department  than 
in  any  other.  Certain  it  is,  however,  that  this  more  or  less 
prevalent  opinion  as  to  the  alleged  perfect  propriety  of  the 
prostitution  of  the  great  postal  service  has  had  no  geographi- 
cal limits  either  political  or  physical.  It  has  been  a  long 
fight  to  go  as  far  as  we  have  in  the  elimination  of  politics,  in 
the  classified  service — the  old  fight  of  proficiency  against  plun- 
der, of  service  against  spoils.  It  may  be  a  fight  to  keep  what 
bas  been  accomplished.      If  so,  it  must  be  made. 

The  chief  argument  advanced  by  those  favoring  the  old 
method  of  political  appointments  is  that  the  postmaster  of  a 
first-  or  second-class  office,  who  comes  in  such  clofe  contact 
with  the  people  and  has  large  executive,  business  and  public 
responsibility,  should  be  responsive  to  the  popular  opinion  as 
reflected  in  the  result  of  an  election.  It  is  contended  that  the 
postmasters  in  the  larger  offices  especially  should  be  of  the 
political  faith  which  dominates  at  the  moment. 

It  is  correct,  of  course,  to  insist  that  we  expect  and  are  en- 
titled to  have  political  offices  largely  filled  by  members  of  the 
political  party  to  which  we  have  voted  to  entrust  the  admin- 
istration of  our  public  affairs.  The  question  is,  what  are  politi- 
cal offices,  and  how  far  should  the  principle  apply  ?     Wise  men 
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will  not  propose  that  we  carry  this  principle  into  the  appoint- 
ment of  our  army  oflicers,  nor  into  the  appointment  to  technical 
or  purely  business  positions.  I  am  sure  it  is  steadily  growing 
in  the  minds  of  the  public  that  if  we  are  to  have  the  most  effi- 
cient postal  service  we  must  keep  it  as  far  as  possible  out  oi 
politics.  This  should  be  done.  There  is  no  doubt  about  the 
soundness  of  the  purpose,  and  it  is  the  most  earnest  determi- 
nation of  the  present  postal  management  to  carry  it  out.  It  is  u 
matter,  however,  of  evolution  and  not  of  revolution.  It  cannot 
he  accomplished  in  a  day. 

The  President  and  the  Department  are  endeavoring  to  select 
the  man  best  fitted  to  serve  the  public  as  postmaster.  The 
executive  order  of  May  lo  clearly  states  that  there  is  to  be  no 
method  of  selection  which  is  scholastic  or  cloistered  in  its 
tendency-.  We  must  have  a  man  of  high  standing  in  his  com- 
munity and  of  real  ability.  This  is  determined  through  an 
examination  by  the  Civil  Service  Commission  into  his  qualifica- 
tions as  an  e.xecutive.  That  refining  is  invaluable.  It  gives 
three  men  from  whom  to  select,  and  leaves  with  the  appointing 
I>ower,  the  President,  who  is  the  one  responsible,  some  discretion 
in  the  matter  of  selection. 

Personally,  I  favor  the  enactment  of  such  legislation  as  will 
bring  all  postmasters  into  the  cla.ssified  service,  followed  by 
such  legislation  or  rules  as  will  make  such  classified  service 
thoroughly  amenable  to  discipline  when  necessary,  and  with  a 
compensation  in  the  more  important  positions  sufficiently 
lucrative  to  invite  the  best  ability  in  the  countrA-  to  strive  for 
such  appointments. 

It  is  good  busines.s — and  it  is  good  politics.  If  the  advocates 
of  politics  in  the  post-office  service  would  really  investigate  to 
the  bottom  they  would  find  that  partisan  politics  in  post  offices 
has  done  their  party  far  more  harm  than  good.  If  they  will 
hark  back  not  so  many  years  ago,  and  study  their  political  his- 
tories, they  will  find  that  the  largest  element  of  causation  in  the 
results  of  the  Congressional  nominating  conventions  and  pri- 
maries has  been  the  eflforts  of  the  gentlemen  who  were  not 
appointed  postmasters.  .And  they  may  agree  with  the  dis- 
tinguished gentleman  of  long  political  service  who  said: 
"  Every  time  I  have  appointed  a  jK)stniastcr  1  have  made  one 
ingrate  and  eleven  enemies." 
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INDUSTRIAL  RELATIONS  IN   GOVERNMENTAL 
EMPLOYMENT 

ALBERT  SHAW 
Editor,  Keview  of  Seviews 

NOW  that  this  annual  meeting  of  the  Academy  of 
Political  Science  has  progressed  through  three  in- 
structive sessions  and  is  entering  upon  the  second 
half  of  its  series  of  six  admirably  planned  programs,  it  is 
within  bounds  to  characterize  the  v/hole  occasion  as  eminently 
promotive  of  useful  results.  The  season  is  one  that  wise  men 
everywhere  are  devoting  to  efforts  for  harmony  and  cooper- 
ation. The  newspapers  this  month  are  giving  much  attention 
to  the  arrival  of  eminent  European  leaders — statesmen,  diplo- 
mats, soldiers,  financiers,  journalists  and  publicists — who  are 
passing  through  New  York  on  their  way  to  Washington  to  have 
their  part  in  what  already  promises  to  be  the  most  practical 
and  successful  international  assemblage  of  an  official  kind 
that  has  ever  been  held. 

One  week  from  today — one  week  in  fact  from  this  precise 
morning  hour — the  delegates  from  a  number  of  nations  will 
be  in  session  to  listen  to  the  President  of  the  United  States' and 
the  Secretary'  of  State  as  they  open  the  Conference  which  is 
designed  to  secure  agreements  for  limiting  wasteful  and 
dangerous  competition  in  armaments,  and  to  find  new  and 
hopeful  paths  leading  towards  reconstruction  of  the  world's 
industrial  prosperity.  While  the  interdependence  of  all  civil- 
ized nations  is  the  recognized  fact  upon  which  the  Conference 
at  Washington  will  base  its  program  of  agreement  and  co- 
operation, it  is  more  clearly  perceived  at  this  time  than  ever 
before  that  human  welfare  in  the  more  local  sense  is  also  de- 
pendent upon  harmony  and  cooperation  among  the  various 
factors  of  the  economic  organism. 

With  all  the  bitter  experiences  of  the  past  seven  years, 
resulting  in  what  remains  to(la\-  a  demoralized  and  shattered 
structure  of  world  relationships,  there  never  existed  at  any  time 
in   the   past  so  profound   a  consciousness   of   essential    unity 
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among  the  nations  and  peoples  of  mankind  as  we  find  today. 
The  sj)irit  of  democracy  has  pervaded  all  the  continents.  The 
voice  of  brotherhood  is  lifted  in  appeals  for  peace  and  helpful 
intercourse.  Undoubtedly  a  new  and  better  world  is  to  be 
built  ujjon  the  ruins  of  the  old  order.  It  belongs  to  America 
to  play  a  leading  part  in  helping  the  world  gradually  to  give 
concrete  form  and  substance  to  tiie  visions  that  were  proclaimed 
in  1918. 

But,  while  the  very  difficult  practical  work  of  international 
adjustment  is  going  forward — a  work  in  which  we  may  all 
participate,  bccau.sc  public  opinion  alone  can  sustain  the  slowly 
rising  edifice  of  understanding  and  association — there  are  other 
things  nearer  home  that  cannot  be  neglected  with  impunity,  and 
that  ought  not  to  be  deferred  as  if  of  necessity  they  must 
follow  rather  than  precede  the  large  external  adjustments 
of  foreign  relationship.  The  ancient  injunction  that  every 
man  should  build  over  against  his  own  house  is  applicable  to 
present  conditions. 

It  is  true  that  the  Bolshevist  menace  is  essentially  related,  so 
far  as  Europe  is  concerned,  to  international  conditions  for 
which  tlie  chief  remedies  lie  in  the  sphere  of  politics  and 
diplomacy.  But  it  is  true  at  the  same  time  that  this  danger 
of  the  subversion  of  society  and  the  destruction  of  civilization 
through  violent  uphca\al,  even  in  European  countries,  is  much 
increased  or  is  greatly  diminished  in  accordance  with  local 
conditions.  In  one  state  or  region,  we  find  agricultural  and 
industrial  life  so  well  organized,  with  the  relations  between 
capital  and  labor  so  fa\orabIy  adjusted,  that  the  false  doctrines 
and  hideous  mctliods  of  Bolshevism  cannot  make  serious  in- 
roads. In  other  countries  or  regions,  we  find  local  conditions 
such  that,  with  the  ine\itable  derangement  due  to  loss  of 
externa!  markets  and  lack  of  materials  from  abroad,  the  local 
economic  structure  collapses  because  it  has  never  been  soundly 
built.  Under  such  conditions,  Bolshevism  makes  its  entry 
only  too  easily,  and  its  scourge  is  visited  upon  labor  quite  as 
severely  as  upon  capital. 

In  the  United  States,  we  had  founded  our  industrial  and 
Bocial  as  well  as  our  political  life,  upon  the  individualism  of  a 
pioneering  country  with  great  spaces  of  fertile  land,  with  no 
social  classes,  and  with  a  high  mobility  of  labor.      Capital  wa.s 
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accumulated  rapidly  through  the  development  of  natural  re- 
sources. Capitalistic  management  was  evolved  out  of  the 
practical  experience  of  workers,  which  resulted  in  bringing 
men  of  ability  and  force  to  the  front  as  leaders.  Such  men, 
relying  upon  the  gospel  of  America's  opportunity,  and  preach- 
ing the  doctrine  of  "  getting  on  in  the  world  "  through  one's 
own  efforts,  were  naturally  opposed  to  unionism  in  labor,  and 
saw  little  merit  in  cooperative  enterprises  of  any  kind.  They 
believed  in  the  iron  law  of  wages,  in  the  law  of  supply  and 
demand,  and  in  the  efficacy  and  wholesomeness  of  the  competi- 
tive process. 

Many  of  them  failed  to  see  how  rapidly  the  conditions  in 
large  parts  of  the  United  States  were  becoming  assimilated 
to  conditions  in  older  countries.  To  enforce  their  ideas  of 
competition,  they  scoured  Europe  for  hundreds  of  thousands 
of  unskilled  workers  to  enter  the  coal  mines  of  the  East  and 
the  copper  mines  of  the  West;  to  build  railroads;  to  form 
colonies  in  the  industrial  centers,  whether  of  textiles,  or  steel- 
working,  or  garment-making.  They  were  invoking  the  doctrine 
of  competition  as  against  the  decent  standards  of  American  life. 

Unionism,  on  the  side  of  the  workers,  was  the  inevitable 
consequence,  and  a  wholly  righteous  one.  Collective  bargain- 
ing brought  the  clothing  trades  out  of  the  sweatshops,  into 
wholesome  conditions  of  production.  Unionism  and  repre- 
sentative agreements  brought  comparative  order  into  -the 
bituminous  coal  regions  of  the  Middle  West,  and  later  into 
the  anthracite  districts  of  the  East. 

The  supreme  opportunity  for  organized  labor  came  with 
the  entrance  of  the  United  States  into  the  Great  War.  The 
industrial  activities  of  our  own  and  of  foreign  governments  for 
war  purposes  made  a  demand  upon  American  labor  which  left 
private  employers  with  a  shortage  which  could  not  be  met  by 
way  of  the  Ellis  Island  immigration  station,  because,  whereas 
hundreds  of  thousands  of  foreign-born  workers  were  return- 
ing from  America  to  Europe,  there  were  none  coming  to  our 
.shores.  Unionism  seized  its  moment  of  fate,  the  like  of  which 
had  never  been  known  in  the  history  of  the  world,  and  swiftly 
enrolled  millions  of  new  members. 

Through  political  influence  skillfully  used,  with  the  power 
of  the  vote  in  its  hand,  organized  labor  became  the  dominating 
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influence  in  the  Government  at  Washington.  Wages  as  con- 
trolled by  Government — whether  in  munitions  works,  ship- 
building \ards,  or  elsewhere — were  marked  up  arbitrarily  at 
very  high  points,  long  before  the  increase  in  the  cost  of  living 
justified  any  such  proceeding.  Private  employers  were  obliged 
to  meet  the  Government's  wage  scales,  or  abandon  their  enter- 
prises. High  prices  followed,  and  the  cost  of  living  soon 
raught  up  with  the  advance  in  wages,  with  monetary  inflation 
following  inevitably  because  of  the  arbitrarily  increased 
volume  of  transactions  as  measured  in  money  terms. 

The  process  of  deflation  has  been  painful,  and  it  is  still  at 
vsork.  The  farmers,  lacking  organization  for  controlling  their 
market';,  suffered  first  and  most  severely  in  the  fall  of  prices. 
C'apital  employed  in  transportation  was  almost  annihilated, 
because  of  excessive  labor  costs  compared  with  operating  in- 
come. Labor,  which  had  become  so  powerfully  unionized, 
naturally  resisted  the  necessary  readjustments  of  wages. 

Accompanying  this  process  of  deflation  and  of  readjustment, 
there  was  bound  to  be  a  loss  of  purchasing  power  on  the  part 
of  the  general  public,  and  shrinkage  therefore  in  volume  of 
production.  A  very  considerable  percentage  of  unemploy- 
inent  resulted,  somewhat  regardless  of  the  question  whether  or 
not  wages  in  a  particular  industr}*  had  come  down  with  com- 
modity prices. 

There  had  been  a  time  when  capital  was  exceedingly  arro- 
gant in  this  country,  not  because  capitalists  were  a  different 
kind  of  men  from  wage  workers,  but  for  the  ver\'  opposite 
reason  that  they  were  almost  exactly  the  same  kind  of  men. 
The  captains  of  industr}-  had  come  up  through  the  rough- 
and-tumble  of  American  pioneer  life,  and  were  wlioUy  accus- 
tomed to  the  idea  of  free  contract,  of  self-help,  and  of  equality 
of  opportunit}'.  They  knew  that  if  they  were  again  tossed 
out  into  the  hurly-burly  of  American  life  without  a  penny, 
they  could  make  their  way  with  brawn  and  wit.  asking  odds 
of  nobody. 

It  was  almost  impossible  to  get  these  older  capitalists  to  sec 
the  ju.stice  of  the  new  order  of  things  in  great  organized  in- 
dustries, with  our  pioneer  conditions  almost  wholly  a  thing 
of  the  past  except  in  certain  parts  of  tlie  West  and  South. 
They  opposed  unions  and  collective  bargaining;  they  opposed 
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the  principle  of  workmen's  compensation ;  they  opposed  benefit 
and  insurance  schemes — not  because  they  were  hard-hearted 
and  desired  to  keep  the  laboring  classes  down,  but  because  they 
were  essentially  individualistic  democrats,  who  did  not  recog- 
nize laboring  classes,  or  any  other  classes,  as  existing  in 
America. 

With  the  ending  of  the  war  and  the  beginning  of  what  was 
deemed  a  new  period  of  economic  life,  it  was  the  turn  of  labor 
to  become  arrogant  through  the  power  of  collective  action,  and 
through  a  leadership  that  was  bold  and  determined  to  the  point 
of  fanaticism.  The  capitalists  had  in  the  main  abandoned  their 
old  positions.  They  were  ready  to  admit  the  usefulness  of 
organization  among  the  workers.  There  emerged,  with  greater 
influence  than  ever  before,  a  new  element:  namely,  that  of 
thoughtful  people  representing  the  general  public,  perceiving 
the  necessity  of  productive  capital  wisely  directed  by  able 
managers,  admitting  the  justice  of  association  among  workers, 
believing  in  high  standards  of  living  for  the  families  of  all 
American  citizens,  and  aiming  to  secure  a  new  sense  of  mutual 
respect  and  confidence  between  the  representatives  of  capital 
on  the  one  hand  and  the  representatives  of  the  wage-earners 
on  the  other. 

It  is  now  acknowledged  that  there  was  a  great  deal  of  value 
in  the  old  spirit  of  energy  and  self-reliance  that  was  engen- 
dered by  the  purely  American  processes  which  brought  the 
farm  boy  or  the  mechanic's  apprentice  to  the  position  of  a 
master  of  transportation  or  a  captain  of  industry.  It  is  now 
perceived  that  through  technical  education,  and  various  meth- 
ods of  teaching  and  training  inside  of  industrial  enterprises,  it 
may  still  be  possible  to  promote  the  capable  worker,  and  make 
him  feel  that  it  is  wholly  worth  while  to  put  his  whole  energy 
into  the  success  of  the  business  that  pays  him  his  wages.  It  is 
also  more  clearly  seen  that  labor  organizations  were  fighting 
some  necessary  battles  in  their  endeavor  to  maintain  good 
standards  of  living,  fair  play  in  the  fixing  of  wage  scales,  and 
especially  in  their  resistance  to  arbitrary  practices  which  might 
cost  a  working  man  his  job — security  of  employment  being,  in 
our  industrial  communities,  a  more  vital  consideration  now- 
adays than  almost  anything  else. 

A  different  spirit  is  evident  on  the  side  of  large  employers 
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as  they  face  their  present  problems  and  look  into  the  future. 
Many  of  them  have  obtained  an  entirely  new  zest  for  the  carry- 
ing on  of  their  enterprises,  because  they  have  seen  a  certain 
kind  of  vision.  They  have  stepped  up  to  higher  ground,  and 
have  obtained  glimpses  of  a  broader  horizon,  the  existence 
of  which  they  had  not  previously  conceived. 

To  put  it  briefly,  there  are  many  American  employers  who 
have  broadened  the  definition  of  the  word  "  success."  At  one 
time  success  in  business  was  too  commonly  restricted  to  the 
notion  of  accumulating  a  private  fortune.  The  newer  con- 
ception thinks  of  an  industry  as  an  organic  jjart  of  the  life  of 
the  nation,  and  as  related  to  c\erything  in  the  complex  political 
and  social  structure  that  pertains  to  a  progressive  democratic 
body.  There  can  hardly,  nowadays,  be  an  organized  business 
of  standing  and  dignity  in  the  community  which  e.xhibits  the 
owners  and  managers  as  wealthy  and  luxurious,  while  also 
exhibiting  the  wage  earners  as  overdriven,  poverty-stricken, 
lacking  the  refinements  and  even  the  decencies  of  home  and 
family  life.  Success  in  business  today  means  an  organization 
capable  of  producing  so  efl^ciently,  and  marketing  so  skillfully, 
that  the  net  result  is  ample  for  rewarding  capital,  while  also 
providing  for  every  regular  worker  engaged  in  the  business  the 
minimum  requirements  of  a  secure  and  comfortable  existence. 

It  is  not  my  intention  in  these  brief  remarks  to  elaborate 
these  ideas.  The  initiative  in  securing  a  higher  industrial 
efficiency  belongs,  upon  the  whole,  at  this  time  to  the  em- 
ployers. There  is  abundant  evidence  that  American  workers 
are,  almost  without  exception,  capable  of  showing  sincerity 
and  good  faith  in  cooperating  with  management.  We  were 
greatly  impressed  in  our  session  last  evening  by  the  admirable 
presentations  of  our  British  guest,  Mr.  Rowntrcc.  who  analyzed 
for  us  the  things  essential  and  just  in  the  demands  of  labor  in 
large  industries.  Good  wages,  good  working  conditions,  se- 
curity in  the  holding  of  the  job,  and  some  opportunity  to  feel 
one  is  a  co-worker  in  the  enterprise,  were  the  points  most 
emphasized  by  this  successful  employer  and  wise  social  leader. 
The  thing,  however,  that  f,ervadcd  Mr.  Rowntrce's  address,  and 
that  was  avowed  by  him  in  his  concluding  sentences,  is  more 
vital  than  any  mere  devices  or  arrangements  having  to  do  with 
shop  organization.     This  vital  thing  is  the  human  touch,  the 
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real  desire  for  the  well-being  of  all  who  are  fellow-workers 
in  any  business  undertaking. 

In  the  course  of  our  sessions  we  shall  have  had  the  advantage 
of  learning  the  experience  of  various  American  industries  and 
business  enterprises  in  trying  to  bring  about  a  harmonious 
relationship,  and  to  secure  the  substantial  benefits  that  come 
from  hearty  zeal  in  working  together.  This  morning  we  are 
to  give  our  attention  more  particularly  to  the  Government  itself 
in  its  capacity  as  employer.  Our  first  speaker  is  a  prominent 
official  of  a  great  insurance  company  (Dr.  Frankel),  who  has 
for  some  time  past  been  in  Washington  at  the  invitation  of 
the  Hon.  Will  H.  Hays,  Postmaster  General,  in  order  to  study 
the  postal  service  from  the  standpoint  of  the  modern  employer. 
There  are  more  than  300,000  postal  employees ;  and  in  carrying 
on  this  enterprise  our  Government  is  acting  as  employer  and 
manager  for  the  largest  single  business  undertaking  in  the 
world.  It  has  been  Dr.  Frankel's  business  to  conduct  an  in- 
quiry into  the  conditions  under  which  the  great  army  of  men 
and  women  employed  in  this  postal  service  are  carrying  on 
their  work. 

Uncle  Sam  as  an  employer  has  not  in  all  respects  realized 
the  nature  of  his  responsibilities,  for  the  health  and  success 
of  those  who  enlist  officially  in  his  service.  Through  the  pro- 
fessional and  civilian  organizations  of  such  great  services  as 
the  Army  and  Navy,  Uncle  Sam  also  gives  employment  to  great 
numbers,  mostly  young  men.  Slowly  the  notion  has  been  mak- 
ing its  way  that  young  men  in  the  Army  and  Navy  are  not 
merely  serving  as  soldiers  and  sailors,  but  are  also  the  wards 
of  the  Government  in  a  period  of  tutelage,  and  that  they  are  in 
due  time  to  pass  out  into  the  spheres  of  citizenship  and  civilian 
employment.  It  is  the  business  of  the  Government  to  use  this 
opportunity  to  give  ever)'  young  man  as  good  a  training  as 
possible  in  order  that  he  may  be  a  valuable  citizen  and  a 
capable,  worker. 

Our  states  and  cities  have  their  armies  of  civilian  employees, 
and  are  custodians  of  many  persons  in  institutions  of  correction 
or  of  charity,  where  industrial  systems  are  carried  on.  Some 
of  our  addresses  this  morning  will  bear  upon  the  progress  of 
these  governmental  agencies,  in  addition  to  the  functions  exer- 
cised by  the  national  Government,  as  regards  methods  and  con- 
ditions of  employment. 
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There  \i  reason  to  believe  that  wc  shall  be  able  to  bring 
better  conditions  into  our  industrial  life.  It  is  not  alone 
through  statistics  of  average  family  income,  but  also  through 
much  evidence  of  a  more  direct  kind,  that  one  may  readily 
convince  himself  that  upon  the  whole  there  is  steady  advance- 
ment in  the  welfare  of  workers.  Hours  are  less  arduous;  edu- 
cational opportunities  are  more  valuable  in  kind  as  well  as 
more  general  than  ever  before.  The  worker  is  holding  his 
place  as  a  sovereign  American  citizen,  and  will  further  improve 
it.  Multiplied  by  hundreds  of  thousands,  he  drives  to  his  work 
in  a  small  automobile,  and  docs  not  envy  his  employer  who 
drives  in  a  larger  one.  His  newspaper  brings  him  a  great  fund 
of  information  and  knowledge,  and  keeps  him  abreast  of  the 
affairs  of  the  world.  He  has  much  yet  to  attain  that  it  is  rea- 
sonable for  him  to  desire  and  to  seek ;  but  it  is  within  the  range 
oi  possibilities — through  hearty  cooperation  with  his  fellow- 
workers,  and  through  good  understanding  w-ith  the  manage- 
ment of  industry — to  make  his  efforts  decidedly  more  pro- 
ductive than  they  have  ever  been  before. 

(684) 


PERSONNEL  WORK  IN  THE  POST  OFFICE 
DEPARTMENT 

LEE  K.  FRANKEL 

TO  appreciate  just  what  is  being  done  under  the  auspices 
of  the  Welfare  Division  of  the  Postal  Service,  and  to 
understand  some  of  the  reasons  that  have  actuated  us, 
one  should  have  at  least  a  perspective  of  conditions  in  the  Post 
Office  Department  prior  to  the  present  administration.  In 
particular,  it  is  necessary  to  comprehend  the  reason  for  the 
statement  made  by  Postmaster-General  Hays,  shortly  after  his 
induction  into  office,  that  what  he  wished  to  do  was  to  humanize 
the  Post  Office  Department.  I  am  not  speaking  from  any 
personal  knowledge,  other  than  the  current  reports  in  news^ 
papers  for  years,  and  statements  of  employees.  Apparently 
the  conditions  existing  in  the  department  were  those  of  con- 
siderable repression,  to  put  it  very  mildly.  Men  were  demoted, 
dismissed,  penalized,  frequently  for  reasons  that  were  trivial 
and  frequently  as  a  result  of  prejudice  on  the  part  of  super- 
visory officers.  Little  opportunity  was  given  to  an  employee 
for  self-expression.  If  he  presented  a  grievance,  the  result 
frequently  was  that  he  was  either  demoted  or  discharged 
While  there  was  the  privilege  of  appeal  to  the  department,  in 
many  instances  appeals  came  to  subordinate  officials  in  the  de- 
partment who  passed  on  them  in  a  perfunctory  manner;  and  as 
a  rule  confirmed  the  ruling  of  the  particular  post  office  from 
which  a  grievance  or  complaint  came. 

These  are  conditions  that  are  alleged  to  have  existed.  That 
they  existed  to  some  extent  is  evidenced  by  the  fact  that  within 
the  past  years  there  have  grown  up  in  the  department,  largely 
for  mutual  protection,  a  number  of  employees'  associations. 
There  are  today  eight  large  associations  of  postal  employees 
in  the  department.  The  Letter  Carriers  have  an  Association 
comprising  over  fifty  thousand  men.  There  are  two  Asso- 
ciations of  Post  Office  Clerks;  two  Associations  of  Rural  Letter 
Carriers;  there  is  an  Association  of  Supervisory  Officials;  the 
Railway  Mail  Clerks  have  their  own  organization;  and  I  was 
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astonished  to  find,  a  few  months  ago,  that  even  the  so-called 
Post  Office  laborers,  who  do  the  rough  work,  have  their  organi- 
zation known  as  the  National  Association  of  Pf>st  Office 
Laborers.  In  the  main,  these  a.^.'-ociations  today  represent  a 
very  large  percentage  of  emplo\-ees  in  Post  Office  work;  and 
if  you  will  recall,  or  just  keep  in  mind,  that  there  are  today  in 
the>^e  \arious  .services  appro.ximately  325,000  Post  Office  em- 
ployees, you  will  begin  to  realize  the  problem  that  confronted  us. 

Regarding  these  associations,  I  should  add  this  one  fact : 
Five  of  them — the  National  Association  of  Letter  Cnrrier.^-, 
the  National  Federation  of  Post  Office  Clerks,  tlie  Railway 
Mail  Clerks,  and  two  others — are  affiliated  with  the  American 
Federation  of  Lai)or,  and  have  brought  about  a  rather  interest- 
ing problem.  That  was  the  situation  confronting  us — organi- 
zations endeavoring  to  promote  their  own  interests,  endeavor- 
ing to  try  to  do  the  best  they  could  for  their  individual 
members.  On  the  other  hand,  practically  all  the  rules  and 
regulations  of  the  Department  are  the  result  of  legislation  by 
C<ingress,  which  cannot  be  changed  by  the  act  of  any  individual 
man  but  can  only  be  altered  by  act  of  Congress.  The  law  of 
course  has  placed  certain  responsibilities,  duties  and  powers  on 
the  officials  in  the  Department,  from  the  Postmaster-General 
down.  Therefore,  any  plan  in  the  attempt  to  bring  about  better 
industrial  understanding,  better  relations  among  employees, 
necessarily  had  to  take  into  consideration  the  existing  rules 
and  regulations. 

I  am  going  to  describe  our  endeavor  to  try  to  bring  about 
a  better  understanding  on  the  part  of  employees  and  secondly, 
to  bring  about  better  conditions  in  the  post  offices  and  in  the 
various  sub-stations. 

Complaints  had  reached  the  Department,  in  many  cases,  re- 
garding the  actual  physical  surroundings  of  employees.  In 
a  six  weeks'  trip  I  took  last  summer,  I  had  it  brought  home 
to  me  clearly  in  many  cases  that  working  conditions  were  not 
conditions  under  which  employees  of  any  kind  ought  to  labor. 
I  need  merely  mention,  for  examj)le,  one  large  post  office,  in 
the  South,  where  in  order  to  get  room  they  built  a  mezzanine 
floor.  It  was  an  old  federal  building;  and  the  height  between 
floor  and  ceiling  on  the  me/./.anine  was  just  seven  feet.  In 
other  words,  men  and  women   were  working  on   a  floor  with 
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practically  no  ventilation,  and  with  artificial  light  in  use  all 
the  time.  The  same  conditions  were  found  with  regard  to 
toilets,  rest-rooms  or  "  swing  rooms  "  as  they  call  them  in  the 
Department,  where  men  and  women  congregate  during  the  so- 
called  "  swing  period  ". 

The  result  was  a  questionnaire,  sent  out  to  all  postmasters 
in  the  first-  and  second-class  offices,  which  with  branch  stations 
number  approximately  4,000.  These  questionnaires  have 
given  exceptionally  interesting  information  with  reference  to 
conditions  which  should  be  changed  at  a  comparatively  early 
date. 

The  other  problem  however  is  the  problem  of  intangible 
things,  the  problem  of  promotion,  retirement,  efficiency  rat- 
ings, and  all  the  things  that  affect  men  and  women  in  their 
ordinary  working  lives.  We  had  to  find  the  means  of  giving 
to  the  individual  employee  the  thought  that  notwithstanding 
the  fact  that  he  was  but  one  peg  out  of  325,000,  he  might  never- 
theless have  the  opportunity  of  bringing  his  case  to  the  notice 
of  the  Postmaster-General.  That  was  the  thing  we  had  to 
consider.     It  was  accomplished  in  two  ways. 

First  of  all  in  each  city  where  there  are  first-class  post 
offices,  we  have  organized  Local  Welfare  Councils.  These 
councils  are  made  up  of  representatives  of  the  various  groups 
of  employees  in  the  post  office ;  that  is,  letter  carriers,  postal 
clerks,  supervisory  officials,  motor  vehicle  employees  and  la- 
borers, railway  mail  clerks,  and  rural  letter  carriers,  if  they 
wish  to  have  representation.  The  Council  meets  periodically. 
A  man  who  has  a  grievance  may  present  it  to  the  Council. 
He  may,  if  he  desires,  appear  there  and  produce  witnesses. 
Consideration  is  given  to  his  case  and  a  recommendation  is 
made  to  the  postmaster.  The  recommendation  requires  an 
affirmative  vote  of  the  majority  of  representatives  in  the  Coun- 
cil. The  postmaster  may  or  may  not  act  upon  the  recom- 
mendation of  the  Council.  He  has  the  authority  to  make 
rulings  and  if  he  has  acted  affirmatively,  the  case  ib  naturally 
closed.  If,  however,  his '  ruling  should  still  be  contrary  to 
the  recommendation  of  the  Local  Welfare  Council,  the  em.- 
ployee  has  the  right  to  appeal  from  the  decision  of  the  post- 
master to  the  Post  Office  Department  in  Washington. 

The  claim  has  been  made  in  the  past  that  appeals  which  have 
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come  to  the  department  in  Washington  have  been  reviewed, 
not  by  the  higher  officials,  but  by  subordinate  employees  who 
have  treated  them  in  a  perfunctory  manner.  To  overcome 
this,  there  has  been  organized  at  Washington  a  National  Wel- 
fare Council,  made  up  of  two  delegates  from  each  of  the  eight 
large  National  Associations.  In  other  words  sixteen  men 
meet  with  me  periodically  in  Washington.  They  represent 
325,000  employees.  An  appeal  to  the  department  from  a 
decision  of  an  administrative  officer,  particularly  from  the  post- 
master, is  to  be  referred  to  the  National  Welfare  Council  for 
consideration.  The  recommendation  and  opinion  of  the  Na- 
tional Council  are  transmitted  to  the  Postmaster-General. 
He  thus  has  before  him  illuminating  information  to  guide  him 
in  his  decision.  We  believe  that  in  this  way  we  are  giving 
each  employee  an  opportunity  for  self-expression.  Each  man 
gets  his  day  in  court.  He  has  an  opportunity  of  appearing 
before  a  jury  of  his  peers.  As  many  of  you  know,  who  have 
had  work  of  this  kind  to  do,  the  decision  of  the  jury  in  many 
cases  is  adverse  to  the  contention  of  the  particular  employee. 
As  a  rule  where  a  jury  of  this  kind  confirms  the  contention  of 
the  employee,  the  supervisory  official  may  assume  that  the 
jury  is  right.  The  ruling  of  the  postmaster  in  many  ca<cs 
will  be  materially  influenced  by  the  recommendation  which 
comes  from  his  Local  Council. 

This  is  only  one  phase  of  the  Local  Council  work.  What 
we  are  trying  to  do  is  not  to  treat  the  subject  entirely  from 
the  negative  standpoint;  there  are  other  things  which  the 
Local  Councils  are  to  consider.  It  is  our  hope  that  suggestions 
for  the  improvement  of  the  service  will  emanate  from  the 
Councils.  They  will  try  to  develop  a  finer  morale.  They  will 
conduct  clashes  of  instruction,  for  the  education  of  postal  em- 
ployees in  their  duties.  They  will  bring  about  a  spirit  of 
brotherhood  and  companionship.  For  example,  in  Washing- 
ton we  have  2600  employees  in  the  Post  Office  Department 
proper.  They  are  largely  clerks.  We  have  organized  there, 
a  Departmental  Welfare  Council.  Each  division  in  the  Post 
Office  Department  is  represented  by  a  delegate  in  this  Council. 
The  Council  has  sub-committees  on  cafeteria,  rest-rooms,  first- 
aid  rooms,  library,  entertainment  etc.  You  will  be  surprised  to 
know  that  in  the  departmental  building  in  Washington,  with 
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2600  employees,  there  has  not  been,  until  this  time,  a  rest- 
room  for  women.  There  has  been  no  first-aid  room.  The 
cafeteria  in  the  past  was  of  a  very  indifferent  kind  and  inade- 
quate to  render  proper  service. 

Instead  of  having  a  special  employee  to  develop  personnel 
work,  the  Council  has  used  its  sub-committees  for  this  purpose. 
It  is  amazing  to  see  how  in  the  last  three  months  men  and 
women  employees  on  these  sub-committees,  who  have  never 
heretofore  had  anything  of  this  kind  to  do,  have  accepted  the 
responsibilities  placed  upon  them.  They  have  made  studies  of 
existing  conditions,  have  gotten  the  advice  and  help  of  experts, 
and  today  are  making  really  admirable  recommendations  for 
improvements  in  working  conditions  in  the  departmental  build- 
ing. A  well-equipped  first-aid  room  has  recently  been  opened 
and  a  new  cafeteria  is  in  process  of  preparation.  A  library 
will  shortly  be  installed.  Courses  of  instruction  are  being 
organized. 

We  are  confident  that  if  the  men  and  women  in  the  depart- 
ment are  given  the  opportunity  of  getting  together,  of  ex- 
pressing their  thoughts,  of  voicing  their  ideas,  and  of  offering 
suggestions,  we  shall  build  up  morale  and  materially  improve 
conditions  in  the  Post  Ofiice  Department. 

An  intimate  study  of  employment  policy  has  been  made. 
Dr.  Mosher  has  for  three  months  made  a  study  of  rating  and 
promotion,  salaries  etc.,  and  will  probably  explain  his'  work 
in  the  paper  which  he  is  contributing  to  this  volume.^ 

To  conclude,  the  fundamental  idea  in  the  welfare  work  is  to 
give  opportunity  to  everyone  for  self-expression  without  fear 
lest  what  he  says  may  affect  his  position ;  to  give  everyone  the 
opportunity  not  merely  to  voice  grievances  but,  better,  to  make 
suggestions  and  recommendations  which  will  benefit  not  merely 
325,000  employees  but  eventually  a  much  larger  group  of 
people — the  110,000,000  men,  women  and  children  in  the 
United  States  who  are  in  daily  contact  with  the  Post  Office 
Department. 

^  See  page  172. 
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PAYSON  IRWIN 

Formerly  Chief  of  Industrial  Service  Branch,  Army  Ordnance,  War 

Department 

THE  history  of  the  origin  and  development  of  the  Rock 
Island  works  organization  and  the  Arsenal  Orders 
Branch  is  full  of  picturesque,  dramatic  and  very  human 
episodes;  but  that  history  has  not  yet  been  told  and  may  never 
be  told  completely.  The  experiments  had  one  brief  burst  of 
nation-wide  publicity,  in  September,  1919,  when  through  the 
mistaken  zeal  of  a  War  Department  official  a  wholly  false  ac- 
count of  the  Rock  Island  activities  was  foisted  upon  the  public. 
To  this  day  there  is  a  wide-spread  belief  that  Rock  Island 
Arsenal  had  become  a  little  Russia,  in  spite  of  the  fact  that  the 
Secretary  of  War  and  the  Chief  of  Ordnance  denied  the  truth 
of  the  reports.  The  publicity,  of  course,  brought  the  reaction- 
ary, conservative,  liberal,  and  radical  hornets  buzzing  belli- 
gerently or  delightedly  about  the  ears  of  all  concerned.  But 
when,  after  many  investigations  and  inquiries,  reactionary  and 
radical  found  that  the  published  stories  were  false  ajid  that 
what  was  going  on  was  very  simple  and  businesslike,  their  un- 
wonted interest  in  Rock  Island  subsided.  The  publicity,  how- 
ever, gave  to  the  very  respectable  Army  Ordnance  Department 
a  terrorized  shock  from  which  to  this  day  it  has  scarcely  recov- 
ered. But  this  intense  drama,  in  which  the  protagonist  was 
the  constructive  spirit  in  industry  and  the  antagonist  was 
ignorance  and  inertia  and  fear,  must  be  told  some  other  time. 
Part  of  it  will  be  told  in  the  report  soon  to  be  issued  by  the 
Russell  Sage  Foundation.  No  one  who  was  in  the  thick  of 
the  work  will  entirely  accept  the  valuation  placed  upon  the 
men  and  the  events  by  an  outside  observer,  but  I  wish  to  record 
my  appreciation  of  the  comprehensive  and  penetrating  work 
of  Mr.  E.  S.  Smith  of  the  Division  of  Indu.strial  Studies.  The 
princij)al  hi.'^torical  facts,  however,  can  be  sketched  briefly. 
During  the  winter  of  '18-19  the  Chief  of  Ordnance,  Major- 
Gcneral  C.  C.  Williams,  believing  the  relation  between  the  em- 
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ployees  of  the  manufacturing  arsenals  and  the  Ordnance  offi- 
cials could  be  improved  by  systematic  handling  of  the  contacts, 
established  the  war-time  Industrial  Service  Section  as  a  part  of 
the  peace-time  Ordnance  organization,  and  approved  a  plan 
for  developing  Works  Committees,  About  the  same  time  a 
group  of  employees  of  Rock  Island  Arsenal  were  seeking  sup- 
port for  a  proposal  to  utilize  the  surplus  facilities  of  the 
arsenals  to  manufacture  supplies  for  all  departments  of  the 
Government.  War-time  demands  had  greatly  enlarged  the 
permanent  plants  of  the  department,  and  the  proponents  of 
the  scheme  believed  it  possible  to  keep  large  forces  of  men  at 
work  if  a  business-like  attempt  was  made  to  secure  the  supply 
orders  of  the  government.  The  support  of  the  Secretary  of 
War  was  secured  and  the  Arsenal  Orders  Branch  was  estab- 
lished in  Ordnance  with  the  duty  of  bidding  on  departmental 
supplies  and  aiding  the  Arsenals  in  executing  successful  bids. 
The  work  of  the  reconstituted  Industrial  Service  Section  was 
under  way  by  this  time  and  as  Rock  Island  Arsenal  was  the 
largest  as  well  as  the  most  progressive  of  the  plants,  the  plan 
for  an  organized  contact  was  put  up  to  the  commanding  officer, 
Col.  Harry  B.  Jordan,  and  to  the  representatives  of  the  em- 
ployees. After  a  series  of  conferences  the  works  organization 
was  established  on  July  1,1919.  As  the  organization  got  into 
movement  the  curve  of  success  mounted  rapidly.  During  the 
following  winter,  when  the  undesirable  publicity  brought  offi- 
cial and  unofficial  investigators  by  the  score,  the  plan  secured 
high  commendation  for  its  effectiveness;  one  executive  of  a 
great  corporation  with  an  extensive  knowledge  of  industrial 
relations,  after  a  careful  investigation  at  the  Arsenal,  pro- 
nounced it  the  most  successful  works  organization  in  America. 
In  the  late  spring  of  1920,  however,  the  curve  of  success 
dropped  sharply.  The  Arsenal  Orders  Branch  became  in- 
volved in  difficulties;  powerful  reactionary  forces  within  and 
without  the  department,  aided  by  the  poor  judgment  of  and 
the  poor  advice  given  to  the  employee  representatives,  wrecked 
Arsenal  Orders  and  halted  the  development  of  industrial  rela- 
tions. The  Rock  Island  Works  Council  escaped  annihilation 
only  by  the  miracle  of  its  own  vitality.  Since  that  time  it  has 
lived  through  lesser  shocks.  Whether  it  recovers  the  splendid 
spirit  of  cooperation  and  fine  effectiveness  of  results  of  its  first 
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year  depends  wholly  on  tlie  vision,  the  fair-mindedness,  ami 
the  ability  of  Ordnance  ofTicials. 

The  phase  of  the  Rock  Island  experience  I  wish  to  em- 
phasize this  morning  is  less  picturesque  than  its  story.  It  con- 
cerns iti-elf  with  the  mechanics  of  a  works  organization. 

In  discussions  concerning  employee  representation  one  of  the 
commonest  remarks  heard  is  that  the  form  of  organization  is 
immaterial ;  that  the  spirit  counts  for  everything.  If  this  were 
true,  then  organization  is  a  matter  of  indifference  in  any  field; 
an  ox-cart  is  as  good  as  a  motor  car;  there  would  be  no  choice 
between  a  raft  and  a  liner,  and  no  one  would  care  whether  they 
lived  in  a  republic  or  an  absolute  monarchy.  In  a  day  when 
so  little  thought  is  given  to  the  spirit  of  endeavor  and  so  much 
to  the  mechanics,  it  seems  ironic  to  emphasize  in  industrial 
relations  the  importance  of  the  mechanical.  This  insistence, 
however,  is  not  to  disparage  a  right  spirit  in  industrial  rela- 
tions, but  to  urge  the  necessity  of  a  well-designed  machine  for 
the  expression  of  that  spirit;  to  urge  that  clumsy,  cumber- 
some, and  often  dishonest  works  organizations  give  way  to 
simple,  direct  and  efTective  machinery  for  cooperation  between 
managers  and  producers. 

First,  let  me  quickly  outline  the  Rock  Island  plan.  The  main 
body  of  the  organization  is  the  Central  Council,  composed  of 
three  representatives  from  each  of  the  thirteen  departments,  in- 
cluding the  administrative  ofiices.  These  representatives  are 
elected  by  secret  ballot,  controlled  by  the  employees;  the  man- 
agement's only  part  in  the  election  is  to  provide  a  timekeeper, 
in  association  with  two  employee  judges,  who  certify  to  an 
employee's  eligibility  to  vote  in  a  given  shop.  No  employee 
who  has  the  power  of  recommending  employment,  promotion 
or  discharge  is  eligible  to  act  as  a  departmental  representative. 

These  thirty-nine  elected  representatives  fonn  the  Central 
Council.  The  chairman  of  the  Central  Council  with  four  mem- 
bers of  the  Council  are  chosen  to  meet  with  the  Commanding 
Officer  and  four  of  his  princii)al  assistants  as  a  Joint  Confer- 
ence Committee.  From  the  Central  Council  are  also  selected 
two  members  for  each  of  the  standing  committees  necessary 
for  the  transaction  of  business. 

The  two  members  of  each  standing  committee  meet  regularly 
each  week  with  two  representatives  of  the  management  as  a 
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Joint  Standing  Committee  for  conference  on  all  matters  related 
to  the  subjects  assigned  to  that  committee.  Each  standing  com- 
mittee has  assigned  to  it  a  definite  work,  such  as  production, 
rates  of  pay,  shop  discipline  etc. 

Departmental  representatives  may  be  recalled  by  the  usual 
procedure,  and  a  referendum  may  originate  with  the  manage- 
ment, the  Central  Council  or  with  the  constituencies. 

The  three  representatives  of  each  department  are,  of  course, 
in  contact  with  the  management  representative  of  their  de- 
partment and  on  all  minor  matters  confer  with  him.  If  they 
cannot  come  to  an  understanding  on  any  subject,  or  it  is  beyond 
the  jurisdiction  of  the  foreman  to  give  a  decision,  the  matter 
then  goes  to  the  proper  standing  committee  for  its  action  and 
reconimendations;  the  civilian  or  officer  in  charge  of  the  de- 
partment and  the  selected  departmental  representative  auto- 
matically becoming  members  of  the  standing  committee. 

If  groups  of  employees  desire  to  have  matters  considered  the 
same  procedure  is  followed.  If  a  standing  committee  cannot 
arrive  at  a  recommendation  and  comes  to  an  impasse,  the  matter 
is  then  referred  to  the  Joint  Conference  Committee.  The  Joint 
Conference  Committee  meets  regularly  once  in  two  weeks  and 
otherwise  at  the  call  of  the  commanding  officer.  Matters 
which  have  not  been  satisfactorily  disposed  of  by  standing 
committees  come  before  the  Conference  Committee  for  dis- 
cussion; but  its  more  important  function  is  the  discussion  of 
matters  of  policy  upon  which  the  commanding  officer  may  im- 
mediately make  his  ruling. 

It  was  expressly  agreed  that  there  should  be  no  abridg- 
ment of  the  right  of  men  to  seek  the  commanding  officer  directly 
for  the  presentation  of  any  subject,  but  during  my  experience 
with  the  organization  this  right  was  not  exercised. 

None  of  the  parts  of  the  mechanism  are  particularly  nevy, 
unless  it  be  one  feature  of  the  standing  committees;  but  the 
selection  and  combination  of  the  parts  has  given  a  machine  with 
no  lost  motion.  The  effectiveness  of  the  organization  as  a 
whole  was  due  to  its  simplicity,  directness  and  swiftness  of 
action.  The  one  new  feature,  so  far  as  I  am  aware,  is  the  ar- 
rangement made  for  the  augmentation  of  the  normal  standing 
committee  of  four  members  by  the  shop  foreman  and  the  de- 
partmental council  member  whenever  questions  arise  that  are 
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of  importance  to  a  specific  department.  This  not  alone  bring* 
into  the  discussion  the  intimate  knowledge  of  the  men  con- 
cerned but  overcomes  the  objections  raised  by  many  works 
organizations  to  representation  by  others  than  the  crafts  con- 
cerned. This  is  of  particular  importance  in  all  questions  con- 
cerning working  conditions  and  rates  of  pay,  for  craftsmen  will 
not  willingly  permit  these  questions  to  be  settled  without  full 
opportunity  of  presenting  the  craft  point  of  view,  and  when 
such  settlements  are  forced  upon  them  without  this  opportun- 
ity there  is  left  a  resentment  that  accumulates  intensity  until 
it  bursts  into  protesting  action.  Yet  human  beings  will  often 
submit  to  adverse  decisions  if  they  feel  they  have  had  full  op- 
portunity to  present  their  side  and  develop  their  arguments. 

Those  who  are  familiar  with  the  mechanics  of  works  organi- 
zations, and  who  have  followed  my  brief  description,  will  aiik 
a  question  that  has  been  asked  about  the  Rock  Island  plan  many 
times:  What  arrangement  is  made  for  the  committees  to  vote 
on  questions?  Outside  of  the  Central  Council,  composed  of  the 
workers  themselves,  there  is  no  voting.  Here  is  the  key  to  the 
plan  and  the  basis  of  some  general  principles  I  believe  of  utmost 
importance. 

The  original  agreement  upon  which  was  based  the  order  es- 
tablishing the  works  organization  contained  the  following 
preamble: 

In  order  to  establish  a  definitely  organized  means  of 
communication  and  conference  between  the  management 
and  the  employees  of  the  Rock  Island  Arsenal,  the  fol- 
lowing plan  is  adopted. 
"As  a  means  of  communication  and  conference  "  the  organi- 
zation was  designed.  It  is  a  simple  mechanism  for  handling 
in  a  routine  manner  the  relations  between  employees  and  man- 
agement. It  has  no  arbitration  committees;  it  has  neither  the 
spirit  nor  the  form  of  a  grievance  committee.  It  does  not 
pretend  to  give  to  committees  powers  which  they  do  not  pos- 
sess. It  does  not  provide  elaborate  means  for  make-believe 
settlement  of  disputes,  which  in  another  part  of  the  constitu- 
tions of  works  organizations  are  usually  given  to  some  execu- 
tive for  real  .settlement.  It  is  an  attempt  to  provide  machin- 
ery for  considering  and  discussing  immediately  and  at  their 
source  the  problems  that  ari'-e  when  human  beings  work  to- 
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gether  for  a  common  purpose  and  which,  when  left  uncon- 
sidered, provoke  grievances  and  dissipate  morale.  The  Rock 
Island  plan  was  conceived  with  a  deep  belief  in  the  value  to 
industry  of  constant  cooperation  between  the  workers  and  the 
management;  in  the  belief  that  the  problems  arising  out  of  the 
relation  of  a  man  to  his  job  should  be  handled  in  the  same 
systematic,  efficient  way  that  the  problems  arising  in  the 
engineering,  the  finance,  and  the  sales  departments  were  being 
handled.  These  problems  are  not  matters  of  disputes  and 
votes,  but  are  matters  for  which  effective  means  to  an  end  must 
be  found,  and  these  are  found  by  discussion  and  conference, 
trial  and  error.  This  is  the  ideal,  in  my  belief,  that  must  be 
kept  in  view  in  planning  a  works  organization. 

There  is,  however,  another  factor — a  most  important  factor. 
There  must  be  centers  of  responsibility  and  decision.  I  am 
tempted  to  digress  and  support  my  statement  with  explanation 
and  illustration,  for  this  simple  fact  is  lost  sight  of  or  else 
left  without  defense  in  much  of  the  current  talk  about  social 
and  political  as  well  as  industrial  organizations.  Its  neglect 
is  at  the  bottom  of  much  loose  talk  about  democracy — indus- 
trial and  political ;  ignoring  it  encourages  a  valuation  of  com- 
mittees that  experience  does  not  warrant.  I  shall,  however, 
let  the  assertion  stand  and  merely  say  that  with  our  present 
methods  of  industrial  organization  the  centers  of  responsibility 
and  decision  are  executives  and  any  attempt  to  substitute  for 
them  committees  of  decision  and  execution  will  fail.  Let  us 
then  be  honest  in  our  recognition  of  this  fact  where  works  or- 
ganizations are  planned.  The  workers  are  not  fooled  one  bit 
when  they  are  handed  ponderous  organizations  which  with 
elaborate  systems  of  meetings  and  ballotings  camouflage  the 
impotence  of  the  worker.  Much  of  the  opposition  of  the  work- 
ers to  works  organizations  is  due  to  their  resentment  at  being 
thought  so  stupid  and  gullible  that  they  will  swallow  these 
obvious  decoys.  As  a  matter  of  fact,  employees  do  not  resent 
executives  having  the  power  of  decision.  What  they  do  resent, 
and  rightly,  is  that  decisions  of  immense  importance  to  their 
lives  should  be  made  by  autocratic  executives  without  their 
point  of  view  even  being  considered. 

But  while  decisions  are  ultimately  up  to  the  management, 
there  must  be  insistence  that  those  decisions  be  based  on  full 

(697) 


,5o  INDUSTRIAL  COOPERATION  [Vou  IX 

knowledge  of  all  the  facts.  And  that  full  knowledge  can  be 
I'.ad  only  by  conference  with  all  those  concerned.  1  he  man  in 
a  position  of  power  who  never  enlarges  his  basis  of  decision 
by  conference  will  ignominiousl)-  fail  of  accomplishment  The 
successful  managers  of  industry  twenty  years  ago  began  to  see 
the  enhancement  of  their  power  through  constant  conference 
with  subordinates  in  all  the  technical  and  administrative 
branches  of  their  organizations,  but  they  failed,  and  most  of 
them  still  fail,  to  recognize  the  still  greater  power  they  would 
gain  if  they  adopted  the  same  methods  in  the  field  of  industrial 
relations.  But  the  executive  who  is  an  autocrat  in  industrial 
relations  will  as  surely  lose  place  to  the  conferring  executive  as 
the  autocrat  already  has  lost  out  in  the  engineering  and  finance 
departments.  The  Rock  Island  plan  gives  to  executives  a  group 
of  advisers  with  official  sanction. 

Another  point  of  honesty  must  be  at  the  bottom  of  any  plan. 
Works  organizations  must  have  real  problems  to  deal  with  or 
else  the  employers  are  wasting  time  and  money  and  hopes  in 
cxx)perating  to  form  them.  They  are  houses  built  on  sand 
crashing  when  the  slightest  wind  blows.  The  heart  of  the 
problems  of  industry,  outside  of  finance  and  sales,  is  in  pro- 
duction, wages  and  working  conditions.  An  employer  who  is 
not  ready  to  discuss  these  with  his  workers,  and  does  not  see 
the  great  advantage  to  himself  in  discussing  them  in  an  orderly 
routine,  should  let  works  organizations  severely  alone.  Other 
wise,  he  will  be  hoisted  by  his  own  petard  when  the  appointed 
time  comes. 

I  have  suggested  in  a  most  meager  way  some  of  the  basic 
principles  which  the  Rock  Island  experience  illustrates.  The 
truth  of  them  and  the  importance  of  them  I  hope  will  be  self- 
evident.  I  must,  however,  expressly  disclaim  any  intention  of 
offering  the  Rock  Island  conference  plan  as  a  mechanism  to  be 
lifted  bodily  and  established  indiscriminately  in  industrial 
plants.  Works  organizations  have  been  brought  in  much  dis- 
repute by  using  one  type  of  organization  for  all  .sorts  of  estab- 
lishments. While  the  basic  principles  apj^ly  to  any  plant,  the 
specific  organization  for  each  plant  should  be  dasigned  to  fit 
the  si/c,  personnel,  pur})ose  etc.  of  that  plant. 

As  we  become  more  earnest  and  honest  and  efficient  in  t)ur 
attempts  to  handle  systematically  the  business  of  industrial  rr 
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lations,  the  form  of  organization  will  become  even  more  simpli- 
fied, until  it  will  bear  little  likeness  to  works  organizations  as 
we  now  know  them.  The  "  means  of  communication  and  con- 
ference "  will  be  through  an  industrial  relations  department 
with  a  strong  family  resemblance  to  the  finance,  sales  and 
engineering  departments.  It  will  be  in  constant  contact  with 
representatives  of  the  employees  and  the  machinery  for  this 
contact  will  be  reduced  to  its  simplest  form. 

And  this  development  will  take  place  whether  our  present 
private  ownership  of  industry  persists  or  is  replaced  by  some 
form  of  industrial  guilds.  The  problems  of  industrial  relations 
will  be  with  us  no  matter  who  owns  the  industry — workers, 
state,  or  capitalist. 
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IT  would  seem  that  the  leaders  of  industr)^  today,  are  be- 
tween the  devil  and  the  deep  blue  sea  in  their  attitude 
toward  the  workingman.  If  they  adopt  the  plan  of  days 
gone  by  and  work  employees  eight  or  more  hours  per  day  on 
a  steady  grind  without  provision  for  any  form  of  relaxation, 
they  are  soon  marked  as  slave-drivers  and  are  loathed  by  the 
men,  condemned  by  the  press,  and  ostracized  by  the  public. 

On  the  other  hand  if  the  employers  of  labor,  in  their 
endeavor  to  make  their  men  happier,  provide  suitable  work- 
ing conditions  including  social  and  welfare  facilities,  they  are 
oftentimes  accused  of  instituting  such  measures  as  a  smoke- 
screen to  cover  their  real  attitude  toward  labor.  Their  actions 
are  satirized  by  the  politicians  and  their  motives  are  impugned 
by  shallow  vote-seeking  candidates. 

Rockefeller,  Carnegie,  Morgan,  John  Mitchell  and  Samuel 
Gompers  in  their  fields,  whatever  the  criticism  of  them  in 
other  respects,  have  done  more  for  science,  education  and  the 
public  welfare  than  any  group  of  institutions,  universities  or 
colleges  in  the  world.  Nevertheless  they  are  daily  made  the 
subject  of  vitriolic  attacks  by  unprincipled  political  leaders  or 
by  narrow-minded  persons.  I  venture  to  predict  that  these 
great  men,  who  are  now  so  roughly  abused,  will  in  the  next 
generation  or  so  stand  out  among  the  greatest  public  bene- 
factors known  to  mankind. 

A  very  similar  situation  exists,  today,  in  the  administration 
of  our  correctional  institutions.  If  the  prisoner  is  worked  with 
the  idea  alone  of  getting  everjthing  out  of  him  that  is  possible 
from  a  productive  standpoint,  the  prison  administrator  is  quickly 
dubbed  a  brute  and  a  slave-driver  of  the  worst  sort.  If,  on  the 
other  hand,  opportunities  for  education,  training,  and  welfare 
are  afforded,  in  order  to  improve  the  physical,  social  and  moral 
conditions  of  the  offender  and  to  prepare  him  properly  for  his 
eventual  return  to  society,  the  {)rison  administrator  is  soon 
berated  as  a  faddist  and  a  mollycoddler. 
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If  vv€  are  able  to  continue  our  success  in  making  a  first-class 
demonstration  of  thoroughly  modern  administrative  employ- 
ment and  training  systems  in  New  Jersey  State  institutions,  we 
shall  have  contributed  much  toward  the  solution  of  the  prob- 
lems of  industrial  management.  We  have  assumed  that  if  we 
can  take  the  average  unskilled,  under-developed,  disillusioned 
and  skeptical  prisoners  in  the  State  Prison  and  lead  them  to 
become  careful  and  enthusiastic  workmen,  then  surely  it  would 
be  easy  to  do  the  same  thing  and  better  with  free  workingmen. 
Three  and  one-half  years  ago  we  inherited  an  old  prison  plant, 
much  of  which  was  nearly  one  hundred  years  old.  It  was  in- 
adequate, dingy  and  disgraceful  in  almost  every  particular 
and  had  to  be  converted  into  a  modern  industrial  reformatory. 
Surely  no  business  executive  ever  faced  a  more  discouraging 
outlook  than  we  when  we  began.  Our  success  thus  far  leads 
us  to  believe  that  in  job  analysis,  in  training  and  in  placement 
we  are  on  the  right  track. 

In  all  of  our  work  on  occupational  placement  we  have  em- 
phasized three  distinct  phases,  namely,  vocational  and  trade 
training,  industrial  work  and  discipline.  We  firmly  believe  in 
the  importance  of  these  distinctions.  These  distinctions  are 
made  not  for  effect  or  for  theoretical  purposes,  but  are  abso- 
lutely essential  for  the  successful  placement  of  the  individual' 
prisoner.  Of  course,  industrial  management  may  not  now  make- 
these  distinctions  but  I  think  it  will,  for  it  seems  proper  to  de- 
mand or  expect  a  greater  share  of  general  social  responsibility 
from  our  workshops  and  industries  than  society  now  commonly- 
receives.  Suitable  working  conditions  are  absolutely  necessary 
for  the  social  success  of  men,  and  every  industry  should  feel  a: 
certain  moral  obligation  to  secure  the  successful  adaptation  of 
its  employees.  While  this  may  be  argued  on  moral  grounds^ 
with  considerable  force,  it  can  be  argued  even  more  effectively 
on  the  grounds  of  the  ultimate  return  to  the  industry,  inasmuch 
as  we  may  take  it  for  granted  that  the  happier  a  man  is  in  his 
work  the  more  suitable  will  be  his  employment,  and  no  man 
is  happy  in  his  work,  if  the  work  does  not  offer  a  certain  degree 
of  educational  advancement,  a  direct  interest  in  some  particular 
aspect  of  the  output  and  some  degree  of  moral  responsibility- 
to  the  management,  to  his  fellows  and  to  the  consuming  public; 

For  prison  purposes  we  combine  vocational  and  trade  train- 
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ing  under  one  head,  meaning  by  this  that  occupational  place- 
ment is  made  principally  for  purposes  of  training.  The  work 
may  be  entirely  manual,  or  entirely  academic,  or  both,  depend- 
ing upon  the  type  of  placement  to  be  secured.  If  the  man 
works  in  the  automobile  tag  shop  there  is  no  very  great  demand 
for  any  academic  training;  if  the  man  is  being  educated  as  a 
bookkeeper  his  training  may  be  almost  wholly  of  an  academic 
nature.  Ordinarily,  however,  it  will  be  necessary  to  correlate 
school  and  shop  in  vocational  and  trade  training.  The  purpose 
of  trade  training,  as  I  understand  it,  is  to  furnish  a  man  with 
an  intelligent  interest  in  his  work  as  well  as  to  furnish  h'm 
with  the  proper  technique  and  facility.  In  such  training  there 
is,  of  course,  a  heavy  emphasis  upon  learning  through  definite 
instruction,  which  may  be  more  or  less  formal,  according  to  the 
nature  of  the  work. 

In  industrial  work  the  occupational  assignment  involves 
-particularly  production,  output,  maintenance,  general  construc- 
tion and  concrete  results.  Here  the  emphasis  is  upon  the  prod- 
uct rather  than  upon  the  training  and  the  assignee  is  expected 
'to  give  practical  marketable  results.  When  industrial  work  rs 
correlated  with  trade  training  it  is  a  sort  of  graduate  trade 
training  school,  in  which  a  man  acquires  industrial  speed  and 
facility,  .'Standardizes  his  output  and  perfects  his  skill.  This 
is  the  journeyman  stage  of  his  industrial  training,  while  the 
•vocational  training  belongs  to  the  novice  stage  and  the  trade 
training  to  the  apprentice  stage  of  the  man's  development. 

The  disciplinary  value  of  occupational  assignment  comes 
from  the  training  which  it  gives  a  man  in  persistent,  careful 
and  responsible  work.  Many  of  our  prisoners  have  never  done 
an  honest  day's  work,  or  have  never  stuck  at  one  job  for  any 
serious  length  of  time,  or  have  never  reached  the  stage  of 
accuracy,  care  and  trustworthiness  that  would  enable  them  to 
obtain  remunerative  emplo\'ment.  There  is  a  certain  moral 
side  to  every  man's  work.  To  impart  trustworthiness  is  a 
definite  duty  in  any  form  of  industrial  training.  It  is,  I  think, 
unfortunate  that  our  commercial  shops  and  industries  do  not 
more  positively  encourage  the  development  of  industrial  moral- 
ity. Inducements  should  be  offered  to  keep  a  man  from  shirk- 
ing, to  increase  his  accuracy,  to  make  him  more  careful  of  his 
jnatcrials  and  tools  and  more  conscientious  in  his  effort  and 
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the  use  of  his  time.  It  is  the  absence  of  moral  responsibility 
which  predisposes  a  man  toward  anti-social  conduct.  From 
small  beginnings,  such  as  conscienceless  loafing,  petty  thiev- 
ing of  materials,  slipshod  work  and  wastefulness  of  materials^ 
many  men  start  on  the  steep  decline  toward  actual  criminal 
offenses.  Frequently  such  beginnings  lead  to  a  warped  view 
of  social  responsibility.  Frequently,  however,  these  are  signs- 
of  an  original  defective  personality  or  of  unfortunate  environ- 
ment or  training.  In  all  prison  work  there  is  a  heavy  respon- 
sibility for  giving  definite  training,  both  direct  and  indirect, 
in  these  industrial  virtues.  Unless  a  man  gets  from  his  occu- 
pational assignments  a  definite  respect  and  desire  for  con- 
scientious labor,  his  industrial  training  cannot  be  said  to  be 
complete. 

Passing  from  this  statement  of  our  aims  and  purposes  to 
practical  explanation  of  how  we  attacked  the  whole  problem, 
I  should  like  to  describe  eight  steps  which  we  have  followed 
in  making  job  analyses  and  occupational  placements  at  the 
New  Jersey  State  Prison.  I  will  describe  these  steps  in  the 
order  of  their  sequence  as  we  took  them.  You  will  see  that 
perhaps  some  of  the  later  steps  should  have  been  made  first, 
but  it  was  important  to  do  the  work  and  do  it  at  once  and  to 
leave  modifications  and  improvements  for  later  consideration. 

1.  Our  first  step  was  to  make  a  general  survey  of  the  prison 
to  determine  the  status  of  the  existing  work,  the  official  per- 
sonnel, the  methods  of  administration,  the  record  system  used 
in  recording  the  conduct,  effort  and  performance  of  the  pris- 
oners, and  the  general  condition  of  the  plant  as  a  whole. 

2.  Our  second  step  was  to  re-plan  the  existing  shops,  utilizing 
the  best  information  obtainable  as  to  how  similar  plants  were 
actually  laid  out  in  the  business  world.  We  asked  the  manu- 
facturers of  machinery  to  submit  the  best  plans  they  knew  of 
for  the  lay-out  of  the  machinery  in  our  proposed  new  plant. 
These  were  taken  and  looked  over  by  our  own  staff  and  a  plot 
plan  was  made  of  each  industry,  so  as  to  route  the  materials 
through  the  plant  in  proper  manner  without  waste  of  motion 
and  so  as  to  make  each  unit  of  the  plant  available  for  training 
purposes  as  well  as  for  production. 

3.  Our  next  step  was  to  make  a  general  survey  of  the  prison 
population.     This  was  done  by  means  of  the  army  group  tests, 
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The  purpose  of  this  survey  was  to  determine  the  general  dis- 
tribution of  the  prisoners  with  respect  to  intelligence  and  edu- 
cational training.  In  view  of  the  work  done  elsewhere  on  the 
psNxhological  aspects  of  various  occupations,  the  result  of  this 
survey  indicated  the  broad  lines  of  the  occupational  possi- 
bilities of  the  men  in  the  prison.  We  could  not  know  what 
to  expect  in  the  way  of  the  industrial  possibilities  of  the 
prisoners  without  first  knowing  their  intellectual  and  educa- 
tional capabilities.  As  a  result  of  this  first  survey,  we  could 
actually  predict  the  number  of  men  suitable  for  certain  general 
industrial  levels  and  we  recommended  that  the  occupations 
to  be  installed  should  be  based  upon  the  number  of  men  avail- 
able at  the  different  levels. 

4.  Having  surveyed  the  population,  our  next  step  was  to 
survey  the  industries  as  they  then  stood.  This  was  done  first 
by  studying  the  existing  new  shops  intensively  with  respect  to 
their  organization  and  the  types  of  work  and  second  by  study- 
ing the  comparatively  unstandardized  occupations  elsewhere 
throughout  the  prison.  The  survey  was  conducted  by  means 
of  an  individual  questionnaire  applied  by  our  industrial  psy- 
chologist to  each  man  at  work  and  by  conferences  with  my  in- 
dustrial assistants,  with  the  shop  officers  and  with  other  prison 
oflRcials.  This  work  enabled  us  to  make  up  a  table  of  industrial 
organization.  In  this  table  we  scaled  each  of  the  jobs  in  each 
shop.  That  is  to  say,  we  rated  each  definite  job  on  the  basis  of 
its  demands  with  respect  to  intelligence,  education,  degree  of 
skill  and  responsibility.  The  purpose  of  this  survey  was  to 
show  us  the  various  pigeon-holes  into  which  we  could  sort  the 
new  men  as  they  came  in  for  assignment.  This  enabled  us  to 
recommend  men  for  specific  assignments  on  a  scientific  basis. 
In  other  words,  after  knowing  how  many  "  holes  "  there  were, 
which  were  square,  which  round,  which  triangular,  and  so  on, 
we  were  able  to  fit  our  "  pegs  "  accordingly  because  we 
determined  their  conformation  by  means  of  our  entrance 
examinations. 

5.  As  this  work  progressed  and  was  improved,  it  became 
necessary  for  us  to  have  more  detailed  information  regarding 
the  specific  duties  associated  with  each  job.  We  therefore  pre- 
pared a  job  specification  card.  This  card  was  designed  so  as  to 
be  universally  applicable  throughout  the  prison.      It  was  so 
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arranged  that  each  job  could  be  easily  described  by  encircling- 
numerous  details  presented  on  the  card.  We  have  applied  this 
specification  card  ver\^  successfully  in  our  last  survey  of  the 
prison  print-shop.  Our  method  was  to  have  each  detailed  job 
described  and  rated  independently  by  the  shop  instructor  and 
by  the  industrial  psychologist.  These  independent  ratings 
were  then  harmonized  and  approved  by  the  supervisor  of  prison 
industries.  This  gave  us  much  more  accurate  and  more  de- 
tailed information  regarding  each  job.  In  other  words,  it  was 
a  more  accurate  measurement  of  the  "  holes  "  into  which  we 
expected  to  insert  our  "  pegs  ". 

6.  To  correspond  to  this  increased  accuracy  in  the  specifica- 
tions for  the  jobs,  we  developed  a  qualification  card  to  represent 
more  accurately  the  individual  capabilities  of  our  men.  It  in- 
cludes a  statement  of  a  man's  intelligence  classification,  mental 
age,  degree  of  education,  temperamental  traits,  occupational 
histor}-,  general  industrial  rating,  and  so  on.  The  purpose 
of  this  qualification  card  was  to  enable  us  to  compare  more 
accurately  the  capabilities  of  each  man  with  the  requirements  of 
the  job  to  which  we  desired  to  assign  him.  This  comparison 
of  man-qualification  cards  with  job-specification  cards  was 
made  the  basis  of  our  survey  of  the  new  prison  printing  in- 
dustry. Our  separate  report  indicates  how  feasible  the  system 
is.  For  example,  we  found  that  a  man  who  had  previously 
been  a  boiler-maker  and  had  become  quite  competent  as  a 
pressman  was  reassigned  for  training  as  a  compositor.  He  had 
practically  all  the  qualifications  to  make  him  a  successful  press- 
man and  almost  none  of  those  required  to  make  him  a  success- 
ful compositor.  As  a  matter  of  fact,  he  did  succeed  as  a  press- 
man and  failed  as  a  compositor. 

7.  Under  this  improved  system  and  with  the  additional  in- 
formation furnished  thereby,  we  have  been  in  a  good  position 
to  make  highly  suitable  adjustments  of  men  and  assignments. 
We  have  been  recommending  men  for  assignment  on  the  basis 
of  their  qualifications  and  the  demands  of  the  various  jobs. 
We  have  established  a  cross-index  file  which  shows  immedi- 
ately which  men  are  suitable  for  assignment  to  any  type  of 
work.  That  is,  if  the  assigning  officer  wishes  to  place  a  man 
at  suitable  work  he  has  these  recommendations  to  follow,  or  if 
he  wishes  to  select  a  man  for  a  particular  job  he  will  have  a  list 
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The  purpose  of  this  survey  was  to  determine  the  general  dis- 
tribution of  the  prisoners  with  respect  to  intelligence  and  edu- 
cational training.  In  view  of  the  work  done  elsewhere  on  the 
ps>'chological  aspects  of  various  occupations,  the  result  of  this 
survey  indicated  the  broad  lines  of  the  occupational  possi- 
bilities of  the  men  in  the  prison.  We  could  not  know  what 
to  expect  in  the  way  of  the  industrial  possibilities  of  the 
prisoners  without  first  knowing  their  intellectual  and  educa- 
tional capabilities.  As  a  result  of  this  first  survey,  we  could 
actually  predict  the  number  of  men  suitable  for  certain  general 
industrial  levels  and  we  recommended  that  the  occupations 
to  be  installed  should  be  based  upon  the  number  of  men  avail- 
able at  the  different  levels. 

4.  Having  surveyed  the  population,  our  next  step  was  to 
survey  the  industries  as  they  then  stood.  This  was  done  first 
by  studying  the  existing  new  shops  intensively  with  respect  to 
their  organization  and  the  types  of  work  and  second  by  study- 
ing the  comparatively  unstandardized  occupations  elsewhere 
throughout  the  prison.  The  survey  was  conducted  by  means 
of  an  individual  questionnaire  applied  by  our  industrial  psy- 
chologist to  each  man  at  work  and  by  conferences  with  my  in- 
dustrial assistants,  with  the  shop  officers  and  with  other  prison 
officials.  This  work  enabled  us  to  make  up  a  table  of  industrial 
organization.  In  this  table  we  scaled  each  of  the  jobs  in  each 
shop.  That  is  to  say,  we  rated  each  definite  job  on  the  basis  of 
its  demands  with  respect  to  intelligence,  education,  degree  of 
skill  and  responsibility.  The  purpose  of  this  survey  was  to 
show  us  the  various  pigeon-holes  into  which  we  could  sort  the 
new  men  as  they  came  in  for  assignment.  This  enabled  us  to 
recommend  men  for  specific  assignments  on  a  scientific  basis. 
In  other  words,  after  knowing  how  many  "  holes  "  there  were, 
which  were  square,  which  round,  which  triangular,  and  so  on, 
we  were  able  to  fit  our  "  pegs  "  accordingly  because  we 
determined  their  conformation  b\'  means  of  our  entrance 
examinations. 

5.  As  this  work  progressed  and  was  improved,  it  became 
necessary  for  us  to  have  more  detailed  information  regarding 
the  specific  duties  associated  with  each  job.  We  therefore  pre- 
pared a  job  specification  card.  This  card  was  designed  so  as  to 
be  universally  applicable  throughout  the  prison.      It  was  so 
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arranged  that  each  job  could  be  easily  described  by  encircling- 
numerous  details  presented  on  the  card.  We  have  applied  this 
specification  card  very  successfully  in  our  last  survey  of  the 
prison  print-shop.  Our  method  was  to  have  each  detailed  job 
described  and  rated  independently  by  the  shop  instructor  and 
by  the  industrial  psychologist.  These  independent  ratings 
were  then  harmonized  and  approved  by  the  supervisor  of  prison 
industries.  This  gave  us  much  more  accurate  and  more  de- 
tailed information  regarding  each  job.  In  other  words,  it  was 
a  more  accurate  measurement  of  the  "  holes  "  into  which  we 
expected  to  insert  our  "  pegs  ". 

6.  To  correspond  to  this  increased  accuracy  in  the  specifica- 
tions for  the  jobs,  we  developed  a  qualification  card  to  represent 
more  accurately  the  individual  capabilities  of  our  men.  It  in- 
cludes a  statement  of  a  man's  intelligence  classification,  mental 
age,  degree  of  education,  temperamental  traits,  occupational 
history,  general  industrial  rating,  and  so  on.  The  purpose 
of  this  qualification  card  was  to  enable  us  to  compare  more 
accurately  the  capabilities  of  each  man  with  the  requirements  of 
the  job  to  which  we  desired  to  assign  him.  This  comparison 
of  man-qualification  cards  with  job-specification  cards  was 
made  the  basis  of  our  survey  of  the  new  prison  printing  in- 
dustry. Our  separate  report  indicates  how  feasible  the  system 
is.  For  example,  we  found  that  a  man  who  had  previously 
been  a  boiler-maker  and  had  become  quite  competent  as  a 
pressman  was  reassigned  for  training  as  a  compositor.  He  had 
practically  all  the  qualifications  to  make  him  a  successful  press- 
man and  almost  none  of  those  required  to  make  him  a  success- 
ful compositor.  As  a  matter  of  fact,  he  did  succeed  as  a  press- 
man and  failed  as  a  compositor. 

7.  Under  this  improved  system  and  with  the  additional  in- 
formation furnished  thereby,  we  have  been  in  a  good  position 
to  make  highly  suitable  adjustments  of  men  and  assignments. 
We  have  been  recommending  men  for  assignment  on  the  basis 
of  their  qualifications  and  the  demands  of  the  various  jobs. 
We  have  established  a  cross-index  file  which  shows  immedi- 
ately which  men  are  suitable  for  assignment  to  any  type  of 
work.  That  is,  if  the  assigning  officer  wishes  to  place  a  man 
at  suitable  work  he  has  these  recommendations  to  follow,  or  if 
he  wishes  to  select  a  man  for  a  particular  job  he  will  have  a  list 
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of  men  from  whom  to  choose.  This  very  greatly  reduces  the 
work  of  the  assigning  officer  because  it  enables  him  at  once  to 
assign  a  particular  man  to  work  or  to  fill  a  particular  vacancy 
with  a  man.  This  system  also  materially  increased  the  accuracy 
of  his  assignments  because  it  is  systematic  and  scientifically 
sound.  At  the  same  time,  the  lists  of  men  available  for  par- 
ticular jobs  indicate  the  lines  along  which  expansion  of  prison 
industries  should  take  place.  This  is  made  clear  in  our  last 
Annual  Report  for  the  prison,  which  pointed  out  the  numbers 
of  men  available  for  diflferent  general  types  of  work.  It 
showed,  for  example,  that  there  are  four  times  as  many  men 
available  for  such  work  as  is  offered  in  the  shop  where  auto- 
mobile markers  are  made  than  can  now  be  employed  in  that 
t}'pe  of  industry,  while  for  the  type  of  work  which  the  shoe- 
manufacturing  shop  offers  there  are  once  again  as  many  men 
a\ailable  as  can  now  be  employed.  On  the  other  hand,  not  a 
sufficient  number  of  high-grade  men  are  available  for  the  needs 
of  the  print  shop,  so  that  it  is  now  necessary  to  assign  men  to 
that  shop  who  are  not  mentally  competent  to  receive  that  voca- 
tional and  trade  training  with  a  view  to  making  commercial 
use  of  it  later.  Another  use  of  this  system  is  to  indicate  the 
reasons  for  maladjustments.  If  a  man  is  not  making  a  success 
at  his  assignment,  such  a  man  can  easily  be  referred  to  the 
psychologist  for  special  industrial  diagnosis.  The  psychologist 
will  then  compare  his  industrial  qualifications  with  the  demands 
of  his  work  and  determine  what  are  the  causes  in  the  individual 
case  for  the  failure  in  assignment.  It  may  be  that  the  work 
is  either  too  easy  or  too  hard  for  the  man ;  it  may  be  that  the 
man  is  not  applying  himself  to  the  best  of  his  abilities;  it  may 
be  that  some  external  condition  is  the  cause  of  his  mal- 
adjustment. 

8.  This  leads  to  another  phase  of  the  question  of  industrial 
fitness.  As  Professor  Walter  Dill  Scott  has  so  clearly  pointed 
out,  the  full  duty  of  the  industrial  psychologist  or  personnel 
manager  is  not  accomplished  when  a  suitable  man  has  been 
found  for  the  job  or  a  suitable  job  for  the  man.  The  big 
problem  is  to  keep  a  man  happy  in  his  work.  The  square 
"  peg  "  may  have  been  fitted  into  the  square  "  hole  ",  and  yet 
conditions  may  so  change  either  the  size  or  the  shape  of  the 
**  P^^ST  "  or  the  "  hole  "  so  as  to  produce  a  misfit.      It  is  our  obli- 
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gation,  therefore,  constantly  to  observe  conditions  and  to  en- 
deavor to  keep  men  adjusted  both  happily  and  successfully  in 
their  work.  This  means  that  we  must  keep  in  close  touch 
with  changing  shop  conditions  and  with  those  conditions  which 
may  arise  to  influence  the  man  or  the  men  in  the  shop.  Thus 
the  introduction  of  a  new  machine  into  a  shop  or  the  reorgani- 
zation of  the  shop  work  may  throw  out  of  adjustment  some  of 
the  men  who  were  originally  well  assigned,  or  it  may  be  that 
the  change  in  an  officer  or  in  the  working  conditions  will  so 
affect  the  mental  processes  of  the  men  in  the  shop  that  mal- 
adjustment is  a  consequence.  The  assigning  officer,  therefore, 
must  not  feel  satisfied  merely  to  have  placed  a  man  in  the  shop. 
It  is  his  duty  to  keep  in  close  touch  with  those  conditions  which 
influence  the  men  and  those  changes  which  take  place  in  the 
shop,  so  as  to  make  the  readjustment  which  may  be  necessary. 
For  example,  in  our  print  shop  a  man  was  so  successfully  as- 
signed as  a  press-feeder  that  he  incurred  the  disapproval  of 
the  rest  of  the  men  in  the  shop,  who  accused  him  of  "  spoiling 
the  job  ".  He  was  making  more  than  twice  as  many  impres- 
sions as  any  other  man.  This  man  became  maladjusted  be- 
cause of  the  antagonism  which  his  industry  and  skill  brought 
down  upon  his  head.  In  another  case  a  man  very  successfully 
assigned  became  maladjusted  and  disturbed  half  a  dozen  other 
men  because  he  worked  so  successfully  and  rapidly  that  he  did 
an  ordinary  day's  work  in  half  a  day,  with  the  result  that  in  his 
spare  time  he  annoyed  the  other  men.  In  the  first  case  it  was 
necessary'  to  raise  the  standard  of  work  for  the  shop  as  a  whole 
in  order  to  keep  a  successful  man  adjusted.  In  the  second  case 
it  was  necessary  to  increase  the  amount  and  variety  of  the 
work  to  be  done  by  the  individual  man,  or  else  to  release  him 
from  the  shop  after  he  had  completed  the  allotted  day's  work. 
The  instances  in  which  men  are  failures  because  the  work  is 
too  hard  for  them  or  the  instruction  insufficient,  are,  of  course, 
fairly  obvious. 

9.  In  order  to  keep  men  adjusted  and  in  order  to  carry  out 
the  training  aspects  of  occupational  assignments  in  the  prison, 
it  is  necessary  to  modify  training  methods  from  time  to  time. 
Stagnation  always  tends  to  lower  the  morale  of  a  shop  and  the 
morale  of  the  individual  workers,  while  progress  tends  to  raise 
it.     The  successful  shop,  therefore,  shows  continued  progress 
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ON  account  of  the  distribution  of  authority  between  Con- 
gress, on  the  one  hand,  and  a  shifting  group  of 
departmental  heads  and  a  comparatively  permanent 
group  of  bureau  heads,  on  the  other,  the  federal  government 
affords  almost  unlimited  opportunities  for  the  development  of 
all  possible  types  of  administrative  methods  and  procedure. 
The  obsolete  and  the  experimental  are  frequently  found  side 
by  side  whether  in  the  field  of  business  methods  or  in  the 
handling  of  the  personnel.  A  progressive  administrator  of 
the  most  modern  type  at  the  head  of  a  newly  created  bureau 
may  be  rubbing  shoulders  in  the  same  department  with  an  old- 
line  bureau  chief  who  has  inherited  old-fashioned  and  time- 
honored  methods  that  apparently  defy  all  change. 

From  the  point  of  view  of  personnel  administration,  it 
would  accordingly  be  comparatively  simple  to  find  illustra- 
tions of  the  traditional  type  of  autocratic  control  built  upon 
docilit)'  and  subserviency  of  the  rank  and  file  alongside  of 
illustrations  of  modern  and  progressive  employment  practice. 
In  fact,  even  when  disregarding  the  war  establishments  like 
the  Emergency  Fleet  Corporation  and  the  Shipping  Board,  and 
such  war-time  experiments  as  the  one  in  the  Rock  Island 
Arsenal,  it  would  be  easily  possible  to  draw  up  a  model  employ- 
ment policy  by  piecing  together  the  up-to  date  practices  now 
in  operation  in  various  governmental  establishments  and  along 
certain  lines  in  all  of  them. 

As  the  purpose  of  this  meeting  of  the  Academy  is  to  con- 
sider constructive  experiments  in  industrial  cooperation  between 
employers  and  employees,  I  shall  bring  together  in  a  kind  of 
mosaic  those  various  features  of  a  modern  employment  policy 
which  may  be  discovered  either  in  separate  establishments  or 
have  been  adopted  for  the  government  as  a  whole. 
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J.  Employment  practices  applicable  to  all  or  most  establishments 

( I )  Centralised  employment  administration.  The  machinery 
for  centralized  control  is  established  and  operating  in  certain 
directions.  Reference  is  made  to  the  activities  of  the  Civil 
Service  Commission  and  the  office  of  chief  clerk  of  the  Depart- 
ment and  the  Bureaus  within  the  Department.  In  many  re- 
spects these  agencies  may  function  largely  as  a  clearing-house 
or  recording  office,  but  they  were  conceived  on  the  basis  of 
centralized  control  and,  if  not  always,  at  one  time  or  another, 
and  in  one  organization  or  another,  they  successfully  operate 
in  line  with  this  conception. 

{a)  The  Civil  Service  Commission  is  the  selecting  agency 
of  most  Federal  employees.  It  has  an  elaborate  system  of 
examinations  including  practically  all  known  forms.  It  has 
•experimented  with  psychological  and  trade  tests  and  is  bring- 
ing standard  clerical  and  other  tests  into  line  with  the  results 
of  war-time  experience  and  modern  psychological  investi- 
gations. Within  the  past  eighteen  months,  the  Commission, 
has  recast  the  examination  for  second-class  clerks  that  is  given 
to  about  100,000  candidates  per  year.  This  involves  not  alone 
nature  of  content  and  length  of  examination,  but  also  method 
of  giving  the  examination  and  marking  of  papers.  It  resulted 
in  the  saving  of  $11,000  during  the  first  year.^  The  Civil 
Service  Commission  also  exercises  a  measure  of  control  as  to 
probation,  promotion  to  a  higher  class  of  work,  transfer,  re- 
tirement and  dismissal.  All  changes  of  status  are  recorded 
in  the  files  of  the  Commission.  Appeals  concerning  certain 
types  of  dismissal  may  be  directed  to  the  Commission  as  well. 
Back  in  1883,  when  the  Civil  Service  Commission  was  estab- 
lished, the  government  pointed  the  way  to  the  advantages  of 
centralized  employment  control. 

{b)  The  chief  clerk  as  personnel  officer.  In  practically  all 
departments  and  independent  establishments  the  chief  clerk  is 
the  recognized  head  of  personnel.  He  cooperates  both  with 
the  Civil  Service  Commission  and  with  the  chief  clerks  who 
are  at  the  head  of  the  personnel  in  various  bureaus  and  possibly 
minor  divisions  in  his  own  department.     The  extent  of  cen- 

1  Cf.  Progress  in  Written  Examinations,  Herbert  A.  Filer,  Chief  E.x- 
aminer,  U.  S.  Civil  Service  Commission. 

(711) 


174  hS'DUSTKIAL   COOrEHATlON  [Vol.  IX 

tralized  control  of  promotions  and  salary  increments,  transfers 
and  the  like,  varies  widely  in  the  different  units.  In  the  main,, 
however,  the  chief  clerk  of  the  department  is  likely  to  be  re- 
sponsible for  original  placement  and  for  recording  changes  ia 
status  and  salary  rate.  The  bureau  thus  becomes  a  fairly 
independent  administrative  unit.  Its  personnel  problems  are 
handled  by  its  own  chief  clerk,  who,  in  some  few  instances,  is 
an  alert  and  up-to-date  personnel  officer.  Such  a  chief  clerk 
makes  hirruself  responsible  not  alone  for  finding  the  right  man 
for  the  right  place,  for  controlling  and  standardizing  efficiency 
ratings,  and  for  recommending  promotions  and  salar\'  incre- 
ments, but  also  for  giving  assistance  of  a  personal  character. 
The  latter  may  involve  comfort  and  consolation  in  times  of 
distress  or  the  lending  of  money  when  one's  funds  run  short. 

The  functions  of  the  Civil  Service  Commission  and  the  chief 
clerk  in  the  capacity  of  personnel  officer  just  described  go  to 
show  that  the  groundwork  is  laid  in  the  existing  organization 
of  the  government  departments  for  employment  administration 
of  the  most  progressive  sort. 

(2)  Leaves.  In  its  provision  for  annual  and  sick  leaves 
with  pay,  the  government  has  shown  itself  to  be  a  liberal  and 
humane  employer.  It  recognized  years  ago  the  proverbial 
effect  of  all  work  and  no  play,  and  also  that  it  was  good  busi- 
ness not  to  cut  off  a  sick  man's  pay  when  he  needed  it  the  most. 
The  standard  practice  for  the  Federal  employees  in  Wash- 
ington is  thirt}'  days'  annual  and  thirty  days'  sick  leave.  In 
some  bureaus,  the  sick  leave  is  checked  by  a  system  of  visiting 
nurses.  I  might  say  incidentally  that  this  privilege  is  not 
abused  as  is  too  frequently  stated.  An  investigation  made  two 
to  three  years  ago  goes  to  show  that  the  average  absence  runs 
from  five  to  six  days  per  year.  This  is  less  than  for  industrial 
establishments  and  communities. 

(3)  Compensation  insuranee.  The  Federal  Government  has 
been  operating  its  own  compensation  insurance  for  the  i>ast 
several  years.  The  appropriation  for  this  Commission  ex- 
ceeded two  and  one-half  million  dollars  in  the  fiscal  year  192 1. 
It  is  handling  1 10  to  115  cases  per  day  at  the  present  time. 

(4)  Retire  went  alLnvanees.  Only  last  year  a  contributory 
system  of  retirement  allowances  for  all  employees  was  inaugu- 
rated.    Although  the  maximum  annuity  does  not  exceed  $720^ 
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and  although  certain  features  of  the  act  should  be  amended, 
it  is  an  important  step  in  the  right  direction,  inasmuch  as  the 
principle  of  the  employer's  responsibility  for  those  who  have 
spent  their  lives  in  his  service  is  definitely  accepted.  In  June, 
192 1,  there  were  just  7,000  beneficiaries  under  the  Retire- 
ment Act. 

//.  Illustrations  of  progressive  employment  practices  found  in 
one  or  more  establishments 

( 1 )  Compensation.  The  standardization  of  salaries  as  based 
on  a  classification  of  positions  with  reference  to  duties  is  found 
in  the  Post  Office  and  Navy  Departments.  In  the  latter  this 
applies  to  the  Na\y  Yards  only,  but  it  covers  mechanical, 
technical  and  clerical  workers.  Provisions  for  adjustment  of 
wages  in  accordance  with  fluctuations  in  the  cost  of  living  and 
the  wages  paid  for  like  work  in  the  community  are  made  for  the 
Navy  Yards.  The  employees  have  their  "  day  in  court  "  on 
this  issue,  since  the  secretary  of  the  Metal  Trades  Department 
of  the  American  Federation  of  Labor  serves  on  the  Wage 
Board  of  Review  which  is  appointed  by  the  Secretary  of  the 
Navy.  The  Government  Printing  Office  gives  extra  compen- 
sation both  for  overtime  and  night  work.  Efficiency  ratings 
as  well  as  seniority  are  given  due  consideration  in  connection 
with  salary  increases  in  a  number  of  establishments. 

(2)  Efficiency  ratings.  All  sorts  of  schemes  for  rating  effi- 
ciency are  in  operation.  Volume  of  output  and  quality  of  work 
are  naturally  the  most  common  factors.  The  Post  Office  De- 
partment has  an  elaborate  set  of  well  over  150  demerits  for 
the  Field  Service.  Attendance  records  are  figured  into  the 
rating  in  several  units. 

The  problem  of  standardization  of  ratings  is  also  receiving 
attention.  The  Bureau  of  Efficiency  adopted  the  "  Human 
Scale  "  in  order  to  standardize  the  meanings  of  qualifying 
terms  such  as  good,  fair,  excellent  etc.  The  Post  Office  Depart- 
ment sets  up  100  per  cent  as  the  average  and  further  requires 
that  the  average  for  any  class  of  people  doing  the  same  type  of 
work  shall  neither  exceed  nor  be  less  than  100  per  cent. 

The  agencies  setting  up  and  reviewing  the  ratings  are  mani- 
fold. They  consist  of:  (i)  individual  administrators;  (2)  a 
conference  among  administrators  and  supervisory  officials;  (3) 
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committees  composed  of  representatives  of  the  administrative 
group  and  the  rank  and  file  (Bureau  of  Chemistry).  Certain 
bureaus  are  making  interesting  experiments  with  committees 
of  review  which  are  composed  of  appointed  or  elected  repre- 
sentatives of  the  employees.  The  Bureau  of  Markets  has  a 
personnel  committee  consisting  of  five  representatives  of  the 
rank  and  file  appointed  by  the  head  of  the  Bureau.  The  sec- 
retar)'  of  the  committee  is  the  chief  clerk  of  the  Bureau.  This 
committee  reviews  the  ratings  of  the  administrative  staff ;  it  is  au- 
thorized to  make  up  the  final  register  on  the  basis  of  the  original 
ratings,  determining  the  relative  order  on  its  own  authority. 
This  register  is  then  submitted  to  the  head  of  the  Bureau.  The 
Bureau  of  Mines  hcis  an  elected  committee  for  reviewing  the 
ratings.  Such  a  committee  is  to  be  elected  in  the  Forest 
Service  as  well.  The  chairman  of  the  latter  committee  is  to  sit 
with  the  rating  board  and  have  a  vote  in  its  deliberations.  The 
committee  may  then  review  the  ratings  and  refer  any  questions 
to  the  individual  ofiiccrs  who  originated  the  ratings.  Publicity 
of  ratings  is  required  in  the  Navy  Yards.  It  will  be  seen  that 
the  troublesome  but  all-important  problem  of  working  out  a 
sound  system  of  efficiency  ratings  is  receiving  proper  attention 
in  some  quarters. 

(3)  Promotion.  Efficiency  ratings,  training  for  promotion, 
and  seniority  serve  as  the  basis  for  promotions  in  a  number 
of  bureaus. 

(4)  Training.  (A)  Well-organized  apprenticeship  training 
has  been  given  in  the  Navy  Yards.  In  a  number  of  organiza- 
tions systematic  training  of  new  employees  is  given.  This  is 
accompanied  now  and  then  by  a  scheme  of  rotation  so  that  the 
newcomers  may  be  initiated  into  all  of  the  work  of  the  section. 
(B)  Training  for  promotion  is  offered  on  a  large  scale  by  the 
Bureau  of  the  Internal  Revenue.  One  thousand  five  hundred 
employees  are  enrolled  at  the  present  time.  A  definite 
policy  of  understudy  training  has  been  adopted  in  several 
organizations  as  well. 

(5)  Probation.  All  employees  are  subject  to  a  six  months' 
probationary  period.  In  certain  bureaus  of  Agriculture  and 
the  Treasury,  in  the  Navy  Yards  and  the  Postal  Service,  this 
is  really  accepted  as  a  part  of  the  process  of  selection. 

(6)  Demotion.  Regular  methods  of  demoting  employees 
operate  in  the  Field  Service  of  the  Post  Office  Department. 
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(7)  Tardiness.  Tardiness  is  carefully  checked  in  a  number 
of  organizations.  Systematic  efforts  are  made  to  reduce  it  by 
consultation  with  habitual  late-comers  and  also  by  recognition 
of  punctuality  and  by  penalizing  tardiness  in  efficiency  ratings. 

(8)  Working  conditions.  From  the  point  of  view  of  work- 
ing conditions,  the  government  can  point  with  pride  to  some  of 
its  office  buildings  and  manufacturing  establishments,  notably 
the  Interior  Building,  the  Bureau  of  Engraving  and  Printing, 
and  the  Mail  Equipment  Shops. 

Certain  items  are  worthy  of  note.  Modern  safety  and  pro- 
tective devices  are  found  about  the  machines  in  the  plants 
named.  The  Navy  Yards  have  a  safety  engineer.  The  Post 
Office  Department  is  having  lighting  conditions  in  the  railway 
mail  cars  surveyed  by  specialists  from  the  Public  Health  Ser- 
vice. The  latter  is  also  to  investigate  these  same  conditions  in 
the  post  offices.  A  report  covering  working  conditions  of  all 
sorts  for  all  buildings  used  by  employees  of  the  Post  Office 
Department,  both  in  Washington  and  throughout  the  country, 
is  now  being  compiled.  Four  thousand  replies  to  an  elaborate 
questionnaire  are  in  hand.  The  replies  were  framed  after  con- 
sultation with  the  employees  in  the  various  offices.  Active 
measures  are  under  way  for  remedying  faulty  conditions. 

(9)  Welfare  work.  The  welfare  work  carried  on  by  the 
different  units,  when  taken  as  a  whole,  covers  practically  the 
whole  range  of  welfare  activities.  One  or  more  of  the  adrhin- 
istrative  units  have  a  cafeteria,  a  rest  room,  a  well-equipped 
hospital  with  regular  staff  of  full-time  physician  and  nurses, 
a  visiting  nurse  system,  and  a  circulating  library.  Infor- 
mation as  to  desirable  rooms  and  boarding  houses  is  supplied 
by  the  Personnel  Section  of  the  Federal  Bureau  and  the  Wel- 
fare Service  of  the  War  Department.  There  are  a  number 
of  mutual  benefit  societies  ^  of  long  standing  that  are  usually 
more  or  less  directly  fostered  by  the  administrative  staffs 
of  the  respective  organizations.  Space  has  been  provided  in  a 
number  of  the  government  buildings  for  cooperative  stores,  and 
assistance  has  been  rendered  for  maintaining  them.     Training 

iC'f.  Bulletin  No.  282  of  the  Bureau  of  Labor  Statistics,  entitled. 
Mutual  Relief  Associations  Among  Government  Employees  in  Washington, 
D.  V.  In  1920  there  were  80  such  societies  for  sick  and  death  benefits  with 
a  membership  of  23,171. 
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in  first-aid  work,  French  and  Spanish,  dressmaking,  hat- 
trimming,  cooking,  and  the  like,  is  offered  under  the  auspices 
of  the  personnel  division  in  one  or  two  units.  Entertainments 
of  all  kinds,  including  dances  and  theatricals,  and  band  concerts 
by  their  t)\vn  organizations,  are  a  part  of  the  annual  program 
of  several  organizations.  Athletic  teams  in  well-organized 
leagues,  tennis,  boating,  camping  and  hiking  expeditions  go 
to  form  the  out-of-door  program.  Athletic  fields  and  tennis 
grounds  are  supplied  and  maintained  at  a  nominal  expense,  or 
even  without  expense,  to  the  participants  in  the  sports. 

(10)  Employees'  organization. 

(rt)  Form.  Almost  any  type  of  employees'  organization 
may  be  found  in  the  governmental  establishments.  The  typical 
trade  unions  affiliated  with  the  American  Federation  of  Labor 
are  met  with  among  the  craftsmen  in  the  Government  Printing 
Oflfice,  the  Bureau  of  Engraving  and  Printing,  the  War  a»ul 
Nav}'  Departments.  The  postal  employees,  including  the 
supervisory  group,  are  very  thoroughly  organized.  Some  of 
these  organizations  are  and  some  are  not  members  of  the 
American  Federation  of  Labor. 

There  is  a  mixed  organization  of  Federal  employees,  which 
includes  manual,  clerical,  technical  and  professional  workers. 
It  is  called  the  National  Federation  of  Federal  Employees.  It 
has  membership  in  the  American  Federation  of  Labor. 

A  unique  organization  just  now  in  the  process  of  develop- 
ment is  that  being  formed  in  the  Post  Office  Department  under 
the  name  of  Welfare  Councils.  Local  councils  are  being 
formed  in  the  individual  post  offices  regardless  of  what  might 
be  called  craft  lines.  These  correspond  to  the  works'  council 
or  shop  union  and  include  representatives  both  of  workers 
and  of  the  administrative  staff.  The  national  council  will 
consist  of  representatives  of  the  national  unions  already  estab- 
lished. In  this  way  a  kind  of  national  Whitley  Council  of 
postal  workers  will  come  into  existence.  Its  chairman  is  the 
director  of  the  Welfare  Division.  As  he  is  a  member  of  the 
staff  of  the  Postmaster-General,  the  Welfare  Council  has  im- 
mediate access  to   the   policy-determining   officers.'     This    is 

»  For  detailed  discmwion  of  the  Welfare  Division  in  the  Post  OflBce  De- 
partment, cf.  Dr.  L.  K.  l-'Vankel 's  paper  appearing  in  thia  volume,  p.  1'19. 
Dr.  Prankol  is  the  director  of  the  Welfare  Division. 
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the  only  organization  that  has  been  directly  and  officially 
called  into  being  by  the  administration  of  a  governmental 
establishment. 

There  are  of  course  a  large  number  of  voluntary  organi- 
zations in  various  administrative  units  that  are  fostered  in  one 
way  or  another  by  the  unit  concerned.  This  is  particularly 
true  where  much  attention  has  been  given  to  personnel  matters,, 
as  in  the  Treasury  and  the  War  Departments.  But  the  work 
of  voluntary  organizations  is  most  commonly  furthered  hy 
means  of  the  active  interest  and  cooperation  on  the  part  of  in- 
dividuals from  the  administrative  staff  who  become  active  mem- 
bers of  the  organization  and  serve  on  its  committees.  The 
organization  of  the  employees  in  the  Interstate  Commerce  Com- 
mission is  a  good  illustration  of  such  semi-official  cooperation. 

There  are  then  a  number  of  organizations  that  are  made  up 
strictly  of  employees.  They  are  considered  favorably  by  the 
officers,  but  receive  no  active  support  at  their  hands. 

{b)  Functions.  The  functions  performed  are  widely  varied. 
The  formal  unions  mentioned  above  stand  naturally  for  the 
principle  of  collective  bargaining  and  use  their  not  inconsider- 
able power  for  the  betterment  of  wages  and  working  condi- 
tions. They  also  have  their  benefit  associations.  The  postal 
unions  and  the  Welfare  Councils,  both  local  and  national,  in  the 
Post  Office  Department  will  doubtless  work  along  the  same 
lines.  With  the  outspoken  approval  of  these  organizations 
expressed  by  the  Postmaster-General,  interesting  develop- 
ments in  the  direction  of  closer  cooperation  between  the  Depart- 
ment and  the  organized  employees  may  be  anticipated. 

The  inside  organization,  whether  of  a  department,  a  bureau 
or  a  similar  unit,  may  be  formed  for  a  single  purpose,  such  as 
death  or  sickness  benefits,  nursing  attendance,  athletics,  enter- 
tainment, cooperative  store,  and  the  like.  On  the  other  hand, 
it  may  combine  a  variety  of  such  aims  in  its  constitution,  as 
does  the  Incomco  Club  of  the  Interstate  Commerce  Commission. 
This  organization  also  publishes  its  own  organ. 

Mention  should  be  made  at  this  point  of  the  recognition  of 
the  employees  on  official  committees  or  boards.  For  instance, 
in  several  bureaus  in  the  Agriculture  Department  an  employee 
is  appointed  to  serve  on  the  efficiency  rating  committee.  I  have 
already  referred  to  the  Board  of  Wage  Review  in  the  Navy 
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Department.  Thi.^  board  is  made  up  of  the  chief  clerk  of  the 
department,  a  naval  oflicer  and  a  trade-union  olTicial  appointed 
by  the  administration.  The  recommendations  of  this  board 
as  to  wage  changes  and  other  phases  of  the  employment  policy 
were  apj)roved  by  the  secretary  of  the  department. 

( 1 1 )  A  f> peals,  suggestions  and  grievances.  Appeals  are  of 
course  iiandled  through  the  regular  channels.  It  is  often  stated 
that  the  door  of  tiie  chief  administrative  officer  is  always  open. 
But  there  is  probably  more  hesitancy  to  appeal  over  the  head 
of  the  immediate  superior  in  the  government  than  in  the  t^'pical 
private  organization.  So  far  as  I  know,  there  is  no  recognized 
channel  of  appeal  except  through  the  shop  committees  and 
oflRcers  of  the  well-organized  unions.  This  holds  true  as  well 
with  regard  to  grievances. 

Organized  suggestion  systems  have  not  developed  in  the 
government  as  in  many  enterprising  concerns.  The  Board  of 
Wage  Review  urged  in  the  report  cited  that  provisions  should 
be  made  for  stimulating  suggestions  and  that  awards  should  be 
made  for  worth-while  suggestions.  The  Post  Office  Depart- 
ment had  funds  for  this  purpose  several  years  ago.  The 
awards  were  given  then,  however,  only  for  mechanical  inven- 
tions and  devices. 

Conchision 

It  will  appear  from  the  above  analysis  that  the  Federal 
Government,  through  one  or  another  of  its  organizations,  has 
kept  pace  with  modern  tendencies  in  personnel  administration. 
But  it  should  be  specifically  emphasized  that  this  observation 
does  not  apply  to  any  one  unit  and  in  no  way  does  it  apply 
to  the  government  as  a  whole.  From  the  latter  point  of  view, 
it  is  possible  to  comment  only  in  most  unfavorable  terms.  For 
the  Federal  Government,  although  the  largest  employer  in 
the  world,  has  no  employment  policy.  No  better  commentary 
on  the  emj)loyment  policy  of  the  government  has  been  made 
than  the  characterization  of  the  Federal  employees  published 
by  ex-Secretary  Lane  just  before  his  resig^nation.  The  sum  and 
substance  of  it  is  to  be  found  in  the  statement  that  the  virtues 
of  trust,  confidence  and  enthusiasm  are  the  ones  most  lacking 
among  Federal  employees.  In  his  opinion  the  working  force 
possessed  plenty   of  ability  but   was   in   the  state  of  atrophy. 
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The  creative  sense  and  the  power  of  initiative  were  crushed  out, 
he  thought,  by  fear  and  by  the  abnormal  development  of  the 
self-protective  sense.  It  does  not  need  to  be  emphasized  that 
the  virtues  which  he  misses  are  the  inevitable  outcome  of  a 
going  personnel  policy  and,  on  the  other  hand,  that  the  qualities 
which  he  finds  are  due  to  a  lack  of  consideration  of  those  factors 
with  which  a  modern  employment  department  is  primarily 
engaged. 

An  employment  policy  that  inspires  fear  and  fosters  sub- 
serviency, and  at  the  same  time  permits  a  wage  scale  that  every- 
one condemns  from  the  President  and  the  head  of  the  Bureau 
of  Budget  down,  is  bound  to  result  in  the  deterioration  and 
even  disintegration  of  the  service.^  The  Congressional  Record 
gives  ample  testimony  as  to  the  lack  of  respect  in  which  gov- 
ernment workers  are  held  by  those  in  final  authority.  It  is  small 
wonder  that  in  a  recent  article  in  the  Atlantic  Monthly,  a 
thoughtful  writer  could  say,  "  with  us,  public  servants  are,  as  a 
rule,  men  of  inferior  ability  and  almost  no  imagination." 

The  task  confronting  those  in  charge  of  the  administration 
of  government  is  nothing  more  nor  less  than  the  rehabilitation 
of  the  Civil  Service.  They  may  readily  see  at  close  range  what 
success  attends  the  introduction  of  an  up-to-date  employment 
policy.  As  has  been  shown,  selected  establishments  of  the 
government  itself  can  demonstrate  the  advantages  of  one  or 
another  phase  of  such  a  policy.  Taken  altogether,  these  estab- 
lishments will  show  what  kind  of  a  policy  is  feasible  under 
governmental  conditions. 

In  closing,  I  wish  to  submit  a  practical  program,  both  for 
the  members  of  the  Academy  and  for  other  friends  of  good; 
government.  It  consists  of  three  main  features  :  ( i )  adoption, 
of  reclassification  measure  carrying  a  fair  wage;  (2)  proper- 
financing  for  the  Civil  Service  Commission  so  that  it  may  ade- 
quately perform  the  functions  with  which  it  is  charged  under 
the  law;  (3)  the  development  in  each  department  and  inde- 
pendent establishment  of. the  chief  clerk's  office  as  a  central 
personnel  department  with  an  adequate  staff  and  proper  status, 
to  carry  out  a  progressive  employment  policy. 

( I )  Reclassificcdion  of  Positions.     A  few  salient  facts  may- 

1  The  turn-over  haa  ranged  from  50-100  per  cent  in  some  of  the  bureaus^ 
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be  brought  out  to  indicate  the  need  of  reclassification  and  salary 
standardization.  According  to  the  report  of  the  Reclassifica- 
tion Commission  (1920),  the  government  pays  its  senior  file 
and  record  clerks  under  105  different  titles  and  at  rates  that 
range  from  $720  to  $2,400.  A  thousand-dollar  difference  in 
salar\'  for  the  same  work  is  quite  in  the  natural  order  of  things. 
Furthermore,  the  salary  scale  is  not  in  keeping  with  present- 
day  prices.  No  changes  have  occurred  for  decades  in  the  cleri- 
cal salaries  except  for  the  addition  of  the  bonus  of  $240.  In 
the  Post  Office  Department,  for  instance,  the  average  increase 
since  1893  for  clerks  doing  the  same  type  of  work  is  5  per  cent 
without  the  bonus  and  193/2  per  cent  with  it.  The  index  figure 
for  foodstuffs  went  up  in  that  same  period  140  per  cent.  If  it 
■^vere  possible  to  picture  the  sacrifices,  distressing  and  humiliat- 
ing, made  by  the  government  workers  in  these  post-war  years, 
it  would  appear  that  the  government  is  profiting  at  the  expense 
of  the  standard  of  living  of  its  employees. 

There  are  two  reclassification  measures  before  Congress.  In 
the  name  of  justice  and  efficient  standards  of  work,  they  should 
receive  the  active  backing  of  those  who  believe  that  the  gov- 
ernment should  carry  on  its  business  in  a  businesslike  way. 

(2 )  Larger  Appropriations  for  the  Civil  Service  Commission. 
The  Civil  Service  Commission  is  empowered  to  select,  place  and 
follow  up  employees,  to  classify  positions,  to  give  exami- 
nations for  promotions,  to  consider  appeals  as  to  dismissal. 
It  was  empowered  to  develop  standard  systems  of  efficiency 
ratings  and  will  be  again  if  bills  now  fathered  by  the  heads 
of  the  Committees  on  Civil  Service  Reform  carry  in  the  House 
and  Senate.  It  is  al.so  in  charge  of  a  part  of  the  administra- 
tion of  the  Retirement  Act.  The  admirable  Civil  Service  Act 
of  1883  recognizes  that  justice  and  efficiency  require  centraliza- 
tion of  authority  with  regard  to  the  above  essential  factors  in 
the  employment  process.  The  Act  makes  the  Commission  such 
an  authority.  But  Congress  has  been  consistently  deaf  to  the 
|)lcas  of  one  Civil  Service  Commission  after  another  asking  for 
sufficient  funds  to  carr)'  out  the  Congressional  will  as  stated  in 
the  Act  of  1883.  On  account  of  meager  appropriations,  the 
Commi.ssion  has  been  forced  to  function  largely  as  a  clerical 
agency,  it  has  been  comjjelled  to  ignore  certain  of  its  duties 
^nd  to  perform  the  others  in  a  routine  fashion.      It  should  have 
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funds  for  developing  recruits  and  sources  of  supply,  for  mod- 
ernizing its  examinations,  for  keeping  in  such  close  touch  with 
the  various  bureaus  that  it  can  effect  more  satisfactory  place- 
ments and  arrange  for  transfers  and  promotions  across  depart- 
mental lines,  where  desirable.  It  should  also  be  able  to  establish 
and  assist  in  the  proper  administration  of  uniform  efficiency 
ratings.  Finally,  it  should  be  in  a  position  to  stimulate  the 
personnel  divisions  in  the  different  organizations  and  suggest 
to  them  ways  and  means  of  developing  the  personnel  policy 
along  modern  lines. 

(3)  Personnel  Departments.  What  the  Postmaster- General 
has  said  of  the  projected  Welfare  Division  in  the  Post  Office 
Department  should  apply  to  the  Personnel  Department  in  gen- 
eral. This  Division  should  be  "  just  as  definite  in  its  duties 
and  certain  in  its  functioning  as  the  fiscal  or  any  other  depart- 
ment." All  of  the  activities  discussed  in  the  early  part  of  this 
paper  should  be  centralized  under  the  Personnel  Division.  Its 
head  should  have  equal  prestige  and  authority  with  the  heads 
of  major  divisions  in  the  department  or  establishment.  The 
staff  should  be  large  enough  to  keep  in  constant  touch  with  the 
personnel  of  the  whole  organization.  It  must  be  somebody's 
business  to  see  that  justice,  recognition  of  merit  and  a  reason- 
able uniformity  shall  prevail  in  the  administration  of  personnel 
policies,  and  before  all  else  that  the  Federal  employee  may. be- 
come a  human  being  in  his  working  life  as  well  as  elsewhere. 

Finally,  although  speaking  only  of  the  Post  Office  Depart- 
ment, Mr.  Hays  might  also  have  made  the  following  observa- 
tion with  reference  to  the  whole  government  service.  He  main- 
tained that  "  the  greatest  progress  can  be  made  in  the  shortest 
time  by  improving  the  morale  of  the  service,  and  that  by  merely 
introducing  a  different  spirit  into  the  relations  between  the 
department  and  the  employees  he  could  accomplish  the  equiva- 
lent of  adding  many  thousands  of  employees  to  the  depart- 
ment." To  implant  and  foster  this  spirit  of  right  relations  is 
the  proper  task  of  an  alert  personnel  division.  The  cost  of 
its  maintenance  may  be  measured  in  thousands  of  dollars.  If 
successful,  its  output  will  be  measured,  according  to  Mr.  Hays, 
in  the  addition  of  thousands  of  employees. 

In  the  thought  that  we  are  again  to  make  of  public  service  a 
satisfactory  career  and  one  attractive  to  promising  and  capable 

(721) 


1 84 


INDUSTRIAL  COOPERATION 


men  and  women,  there  must  be  some  such  drastic  reorgani- 
zation and  coordination  of  personnel  policies  as  is  taking  place 
along  general  administrative  and  financial  lines  under  the 
leadership  of  General  Dawes.  Long-distance  and  intermittent 
personnel  management  by  Congress,  together  with  red-tape 
control  by  the  Civil  Service  Commission  and  the  individualistic 
tendencies  of  bureau  heads,  have  brought  about  a  state  of  chaos 
and  general  irresponsibility  in  personnel  matters. 

If  reasonable  and  equitable  salaries  are  paid,  if  the  Civil 
Service  Commission  is  equipped  to  do  what  the  law  empowers 
it  to  do,  and  if  the  personnel  divisions  of  the  various  establish- 
ments are  staffed  with  men  trained  and  experienced  in  the 
technique  of  employment  management,  we  may  look  for  the 
rehabilitation  of  the  Civil  Service  in  keeping  with  modern 
standards  of  efficient  and  effective  service. 
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PERSONNEL  ACTIVITIES  IN  FINANCIAL 
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Industrial  Engineer 

THE  essential  functions  of  business  enterprise  are  variously- 
stated  to  be  five  or  six  in  number.  Concerning  the  first 
four,  namely  production,  marketing,  accounting  and 
finance,  there  is  agreement;  but  between  the  fifth,  administra- 
tion, and  industrial  relations,  sometimes  considered  the  sixth, 
lines  of  demarcation  are  not  altogether  clearly  defined.  With- 
out attempting  to  settle  the  question  whether  the  hurhan  factor 
in  business  should  be  given  the  prominence  of  a  function  co- 
ordinate with  the  other  five,  or  whether  it  should  be  considered 
an  integral  part  of  the  administration  function,  it  is  apparent 
that  growing  recognition  of  its  importance  has  led  to  marked 
development  in  personnel  activities. 

Progress  in  this  field  has  been  more  rapid,  however,  in  in- 
dustrial than  in  financial  institutions,  and  for  a  number  of 
reasons.  The  anomalous  condition  of  high  development  of  the 
inanimate  elements  in  business,  existing  side  by  side  with 
neglect  of  the  human  element,  had  been  brought  about  in  in- 
dustry by  the  focussing  of  attention  and  study  upon  the  mechan- 
ical work  of  improvement  in  methods  and  machinery.  Recog- 
nition of  the  fact  that  the  human  factor  also  exerted  an 
important  influence  on  production,  coupled  with  continuous 
pressure  from  the  workers  for  improvement  in  their  condition, 
naturally  led  to  the  initiation  of  personnel  activities.  Impetus 
was  added  through  growing  appreciation  of  the  necessity  for 
training  employees  in  connection  with  safety  work  and  through 
the  desire  to  control  labor.turnover  by  placing  employment  and 
allied  matters  under  the  direction  of  a  single  head. 

Our  entrance  into  the  war  and  the  resulting  labor  shortage 
caused  by  unparalleled  expansion  of  production,  actively  stimu- 
lated the  slow  evolution  and  defining  of  personnel  activities 
which  had  been  taking  place  theretofore.    Neither  rising  wages 

(723) 


1 86  JXDVSTRIAL  COOPERATION  [Vol.  IX 

nor  patriotic  fervor  could  maintain  an  enthusiastic  and  effective 
personnel  where  there  was  no  development  of  personnel  activi- 
ties. The  need  for  housing  workers  who  came  from  afar,  for 
Americanizing  the  foreigner,  for  training  new  hands,  for  pro- 
viding suitable  food  and  recreation,  for  controlling  discipline 
and  turnover  and  for  creating  the  esprit  de  corps  necessary-  to 
securing  effective  results  under  pressure — all  these  emphasized 
the  necessity  for  coordinating  and  enlarging  the  scope  of  per- 
sonnel activities,  in  order  to  sustain  the  interest  of  the  workers 
at  the  high  pitch  necessary  for  production. 

P'or,  in  the  last  analysis,  sustaining  the  interest  of  workers  is 
among  the  chief  objectives  of  personnel  activities.  And  this 
applies  equally  to  those  engaged  in  productive  and  to  those 
engaged  in  administrative  work,  because  the  development  of  a 
happy,  cohesive  working  force  is  essential  to  the  success  of  any 
business  enterprise,  no  matter  what  its  nature. 

Methods  of  developing  such  a  working  force,  however,  de- 
pend upon  a  variety  of  factors.  The  kind  of  work,  the  class  of 
workers,  their  sex,  the  size  and  location  of  the  institution,  the 
opportunity  for  advancement,  these  and  similar  considerations 
have  a  determining  influence  on  the  manner  in  which  interest 
and  cooperation  can  best  be  developed.  There  is  no  approved 
formula  for  mixing  together  certain  ingredients  called  per- 
sonnel activities  and  producing  the  desired  result  of  unity  and 
enthusiasm  among  workers.  This  can  be  evolved  only  through 
cooperative  endeavor  of  employees  and  management,  based 
upon  mutual  confidence  and  on  thorough  understanding  of  each 
other's  aims  and  ambitions.  The  burden  of  this  task  falls 
upon  management.  Upon  it  devolves  the  double  duty  of  find- 
ing out  what  the  worker  wants  and,  through  intelligent  leader- 
ship, of  supplying  these  wants  while  interpreting  the  organiza- 
tion viewpoint  to  him. 

What  does  the  worker  in  a  financial  institution  want?  In 
general,  he  wants  what  all  other  administrative  workers  want, 
for  he  is  actuated  by  the  same  desires  and  influenced  by  the  same 
forces.  First  of  all,  he  wants  a  fair  wage,  related  to  his  work 
and  providing  for  gradual  improvement  of  the  standard  of 
living.  In  addition  to  this,  he  wants  security,  an  opportunity' 
for  advancement,  good  working  conditions,  scope  for  self- 
expression   and   inspiring  leadership.     Provide  him   with   all 
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these  and  he  would  be  an  apathetic  worker,  indeed,  who  did 
not  respond  by  giving  increased  loyalty  and  cooperation,  the 
inevitable  products  of  satisfaction. 

But,  to  provide  these  fundamentals,  implies  building  up  the 
entire  structure  of  personnel  activities.  The  degree  to  which 
they  should  be  developed  and  the  emphasis  to  be  placed  on  any 
particular  group  must  depend,  as  has  been  indicated,  upon  con- 
ditions in  the  individual  institution  in  question.  It  is  appro- 
priate, however,  in  this  paper,  to  outline  in  a  broad  manner  the 
full  scope  of  such  activities,  showing  how  they  provide  those 
•elements  which  bring  satisfaction  to  the  individual  employee 
and  make  for  cohesion  and  cooperation  in  the  entire  force. 

Let  us,  then,  first  define  personnel  activities  and  distinguish 
them  from  the  much  narrower  field  covered  by  the  so-called 
welfare  work  frequently  perpetrated  upon  employees.  Per- 
sonnel activities  not  only  include  service  features,  but  embrace 
the  entire  field  arising  out  of  the  relation  between  employer  and 
employed — in  short,  all  those  activities  which  may  be  classified 
as  concerning  the  worker  rather  than  the  work.  This  does  not 
mean  that  personnel  activities  can  be  dissociated  from  the  work. 
On  the  contrary,  they  can  be  justified  to  management  only  by 
their  influence  upon  production  through  their  effect  upon  the 
worker.  As  a  specific  illustration,  let  us  consider  for  a  moment 
a  classification  of  personnel  activities  constructed  in  connection 
with  a  survey  made  recently  among  financial  institutions.  In 
order  to  obtain  information  concerning  current  practices  in  these 
institutions,  a  questionnaire  was  prepared  covering  all  phases 
of  personnel  activities.  Nearly  fifty  personnel  specialists  were 
consulted  with  regard  to  the  scope  of  the  work  and,  with  their 
aid,  somewhat  less  than  five  hundred  questions  were  finally  in- 
corporated in  the  questionnaire.  These  were  classified  accord- 
ing to  a  decimal  system  into  nine  main  divisions,  each  division 
being  subdivided  into  leading  topics  which  were  further  sub- 
divided into  as  many  questions  as  were  necessary  adequately 
to  cover  them. 

The  main  divisions  of  the  questionnaire,  representing  the 
principal  phases  of  personnel  work,  are  Employment,  Re- 
muneration, Training  and  Promotion,  Health,  Personal  Service, 
Cooperative  Activities,  and  Incentives.  To  these  are  added  a 
group  for  information  of  a  general  character  and  one  for  mis- 
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cellaneous  information.     The  complete  classification,  showing 
the  leading  topics  considered  under  each  division,  follows: 


EMPLOVMKNT 
Selection 

Sources  of  Supply 
Interviews 
Mental  Tests 
References 

Placement 

Information  and  Rules  to  New 
Employees 

Introduction  of  New  Employ- 
ees 

Discipline 

Attendance  and  Tardiness 
Deportment 

Separations 

Reinstatements 

Records 

REMUNERATION 

Salary  Administration 

Adjustments 

Extra  Compensation 

Insurance 

Group  Insurance 
Disability  Insurance 
Retirement  Allowances 

Vacations 

TRAINING  AND  PROMOTION 
Instruction  through  Operat- 
ing Manuals 
Vestibule  School 
Other  Training  Courses 
Rating  of  Employees 
Control  of  Progress 
Promotions 
Transfers 


HEALTH 

Physical  Examinations 

Entrance  Examinations 
Perio«lic  He-examinations 
Eye  Tests 
Dental  Work 

Medical  Service 

First  Aid 

Trejitment  on  Premises 
Medicul  Advice 
Health    1,/ectures  and   Propa- 
ganda 
Home  Visits 

Outside  Medical  Contacts 
Health  Facilities 

Rest  Rooms 

Gymnasium 

Sanitation  and  Hygiene 
Illumination 
Heating  and  Ventilation 
Noise 

Sanitary  Arrangements 
Drinking  Water 
Toilet  and  Locker  liooms 
Personal  Hygiene 
Rest  Periods 

Equipment 

PERSONAL  SERVICE 

Personal  Interviews  and  Ad- 
justments 
Food  Supply 

Dining  Koom 
Company  Store 

Education 

Cooperation  with  Employee*' 

Cluba 
Cooperation      with       Outride 

Agencies 

Housing 
Vacation  Plans 
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COOPERATIVE  ACTIVITIES  Staff  Meetings  and   Confer- 

Club  Activities  ences 

Social  Suggestion  Plans 

Educational  Management  Sharing 

Recreational  r\   ^  -j     /~> 

.  , ,    .  Outside  Contacts 

Athletic 

Cooperative  Buying  MISCELLANEOUS 

Thrift  and  Savings  ^       .  ,  ^     , . 

Special  Studies 
Building  and    Loan  Associa- 
tions Jo^  Analysis 
Savings  Societies  ^^^^''  ^^^thods  of  Remuner- 
Other  Thrift  Activities  ^^'°°'  ^*^- 
Benefit  Associations                           "             Hours 

Fatigue 

INCENTIVES  Turnover,  etc. 

Financial  and  Non-financial  Statistics 

Rewards    for    Attendance 
and  Work 

If  this  classification  does  not  include  everything  which  can 
be  properly  considered  a  personnel  activity,  at  least  it  presents 
a  program  wide  enough  so  that  it  may  be  stated  with,  con- 
fidence that  its  scope  has  hardly  been  approximated  by  any 
"financial   institution   in  the  country. 

What  advantages  would  accrue  to  both  management  and 
employees  if  financial  institutions  were  to  apply  themselves 
vigorously  to  the  solution  of  the  problems  indicated  by  these 
topics?  Let  us  revert  to  our  statement  of  what  the  average 
employee  in  a  financial  institution  wants  and  see  whether  these 
activities  do  not  have  a  direct  bearing  on  those  wants.  If  they 
do,  then  we  may  safely  say  that  through  them  can  be  provided 
the  elements  which  will  make  for  that  unity  and  happiness  of 
the  working  force  without  which  no  institution  can  hope  to  have 
its  work  accomplished  with  satisfactory  results. 

It  will  doubtless  be  conceded  that  the  employee's  chief  con- 
cern is  his  salary.  He  is  justified  in  desiring  a  fair  wage,  pro- 
viding for  gradual  improvement  of  the  standard  of  living  and 
based  upon  the  value  of  the  work  in  which  he  is  engaged  and 
the  degree  of  skill  with  which  he  performs  it.  Does  he  receive 
it?  Scarcely.  What  he  is  likely  to  receive  instead,  in  the 
majority  of  cases,  is  the  result  of  the  best  bargain  he  was  able 
to  drive  with  the  employment  manager  who  hired  him.      He 
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may  have  been  hired  at  a  time  of  labor  surplus  when  he  was 
glad  to  accej)t  a  very  much  lower  salary  than  that  to  which  he 
was  accustomed  or  than  was  being  enjoyed  by  others  engaged  in 
the  same  work.  Or  he  may  ha\e  been  hired  at  a  time  of  stress 
when  workers  in  his  particular  occujjation  were  scarce  and  he 
may  therefore  be  continuing,  years  later,  to  benefit  by  the 
chance  which  enabled  him  to  secure  at  the  start,  a  much  higher 
salar)'  than  was  being  received  by  his  experienced  fellow- 
workers.  His  personality,  timid  and  retiring,  or  determined 
and  aggressive,  may  have  been  responsible  for  a  difference  of 
many  dollars  between  his  salary  and  that  of  his  co-worker. 
Mass  adjustments  in  salary-  have  not  corrected  such  dis- 
crepancies, but  have  perpetuated  them,  with  the  result  that  if 
an  analysis  of  the  pay  roll  is  made,  it  will  be  found  that,  in 
many  cases,  the  range  of  salaries  paid  for  given  work  will  be 
astonishing  and  that  neither  rhyme  nor  reason  will  explain  the 
existing  inequalities. 

Such  a  condition,  and  unfortunately  it  is  one  which  exists 
in  many  of  the  financial  institutions  of  the  country,  cannot 
help  but  create  dissatisfaction  and  increase  labor  turnover.  It 
would  be  illuminating  to  see  the  figures  which  represent  the 
labor  turnover  directly  traceable  to  dissatisfaction  with  salaries, 
but  owing  to  the  lack  of  frankness  on  the  part  of  employees  who 
are  leaving,  these  are  not  accurately  ascertainable.  Neverthe- 
less, this  is  one  of  the  principal  causes  of  labor  turnover. 
Turnover,  however,  is  not  the  only  result  of  dissatisfaction  with 
wages.  The  influence  of  this  condition  is  felt  perhaps  even 
more  keenly  on  production.  Not  many  employees  will  work 
conscientiously  and  enthusiastically  without  the  incentive  pro- 
vided by  the  knowledge  that  they  are  being  paid  a  fair  wage 
and  that,  dependent  upon  their  own  record  of  accomplishment, 
there  is  ample  opportunity  for  advancement  in  both  salarv  and 
position.  Such  an  incentive  can  be  provided  in  a  financial  in- 
stitution only  by  a  system  of  salary  standardization  which 
will  rescue  the  salar)'  situation  from  the  mystcrv-  which  sur- 
rounds it  and  from  the  foundation  of  injustice  and  ignorance 
upon  which  it  is  only  too  frequently  built. 

A  comprehensive  scheme  of  salar\-  standardization,  leading  to 
scientifically  dctemiined  wages  and  providing  for  j)rogTc^sion 
in  salarj'  and  position,  can  only  be  devised,  however,  as  the 
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result  of  thorough  job  analysis  and  classification  of  all  the 
work  in  an  institution.  In  most  cases,  it  will  involve  a  complete 
reorganization  of  the  system  of  remuneration,  but  by  providing 
at  decreasing  labor  costs  those  elements  which  make  for  satis- 
faction among  employees,  it  will  amply  repay  the  time  and 
effort  devoted  to  its  establishment. 

The  next  requisite  of  the  administrative  employee  was  stated 
to  be  security — security  for  his  immediate  and  his  more  remote 
future — security  not  only  for  himself  but  for  his  family.  For, 
no  man  in  the  class  from  which  administrative  employees  are 
drawn  will  be  free  from  worry  unless  he  sees  that  his  future  and 
that  of  his  family  are  being  reasonably  provided  for.  In 
order  to  give  his  best  to  his  work,  he  must  not  only  feel  sure 
of  his  job,  but  he  must  also  be  certain  that  in  case  of  illness,  old 
age,  disability  or  death  his  family  will  not  be  left  in  want. 
The  responsibility  of  management  in  cases  of  superannuated 
employees  or  of  disability  or  death  is  usually  recognized  too 
late,  and  results  in  merely  alleviating  an  unfortunate  situation 
once  it  has  arisen.  How  much  better  it  would  be  to  plan  for 
such  cases  in  advance  and,  as  a  condition  of  employment  and  a 
portion  of  remuneration,  to  contribute  to  a  fund  to  assure  the 
employee  that  every  contingency  of  his  involuntary  cessation  of 
work  has  been  provided  for.  The  management  would  then, 
through  the  employee's  feeling  of  security,  reap  the  benefit  of 
his  increased  loyalty. 

An  opportunity  for  advancement  was  given  the  third  place 
in  the  analysis  of  what  the  administrative  employee  wants. 
This  is  perhaps  not  the  correct  order,  for  many  employees, 
especially  young  men,  place  an  opportunity  for  advancement 
above  security  and  often,  even,  above  present  wages.  The 
importance  of  this  factor  cannot,  therefore,  be  overemphasized. 
Too  many  of  the  positions  in  financial  institutions  have  been 
made  blind  alleys,  and  too  much  vagueness  concerning  pro- 
motion has  veiled  the  policies  of  many  institutions.  In  order- 
to  attract  and  retain  ambitious  and  progressive  employees,  lines 
of  promotion  must  be  definitely  charted  for  all  positions,  train- 
ing provided  to  fit  employees  for  advancement,  and  a  sound 
system  of  rating  installed  so  as  to  place  promotion  upon  a  merit 
basis.  The  economy  of  promoting  from  within,  and  the  effect 
of  such  a  policy  upon  the  morale  of  the  staff,  are  cogent  argu- 
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ments  for  management  to  give  more  heed  to  this  desire  of  the 
administrative  employee. 

The  fourth  factor  of  importance  to  the  administrative  em- 
ployee is  good  working  conditions.  Especially  to  women  em- 
ployees this  is  an  important  consideration.  Many  girls  would 
prefer  to  accept  lower  wages  in  order  to  be  in  pleasant  surround- 
ings and,  consciously  or  unconsciously,  the  entire  staff  is  affected 
by  working  conditions.  Such  physical  factors  as  heating  and 
ventilation,  illumination  and  noise,  have  an  influence  on  the 
worker  and  his  work  which  management  cannot  afford  to 
neglect.  Equipment,  too,  plays  an  important  part  in  his  com- 
fort and  therefore  in  his  output.  But  the  term  working  condi- 
tions is  not  limited  by  the  physical  aspects  of  the  job.  Safe- 
guarding the  health  of  employees  through  the  work  of  a  far- 
seeing  medical  department  which  will  constantly  seek  to  im- 
prove health  conditions,  establishing  a  cafeteria  where  whole- 
some food  will  be  served  at  reasonable  prices,  installing  rest 
rooms,  a  library'  and  a  gymnasium,  for  mental  and  physical 
recreation,  all  these  features  are  included  in  working  conditions 
and  are  sought  by  administrative  employees,  particularly  by 
women. 

In  the  development  of  such  services  as  these,  much  good  work 
has  been  done  in  financial  institutions.  Often,  however,  the 
attempt  has  been  made  to  compensate  thereby  for  conditions  of 
long  hours  and  overcrowding  brought  about  by  failure  prop- 
erly to  plan  for  growth.  But  personal  service,  no  matter  how 
highly  organized,  cannot  be  a  remedy  for  fundamental  faults. 
It  will  appeal  to  employees  only  when,  supplementing  justice 
and  good  physical  conditions,  it  de\'elops  in  response  to  a 
spontaneous  need. 

Scope  for  .self-expression,  the  fifth  requisite  mentioned,  is 
what  rescues  the  administrative  employee  in  a  large  institution 
from  being  a  mere  cog  in  the  wheel.  It  humanizes  his  work 
and  increases  his  initiative  and  self-respect.  So  much  of  the 
work  in  financial  institutions  is  routine  that,  no  matter  how  ade- 
quate the  salarv'  or  how  congenial  the  surroundings,  some 
further  incentive  to  sustain  interest  is  needed.  There  are  a 
multitude  of  ways  of  providing  this,  but  one  of  the  best  is 
to  encourage  cooperative  activities  among  employees.  A  club 
with  activities  diversified  enough  to  attract  all,  promoting  edu- 
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cational,  social,  athletic,  recreational,  thrift  and  other  interests 
is  an  excellent  medium  for  self-expression.  Suggestion  plans, 
management  sharing,  conferences,  membership  in  associations 
and  attendance  on  conventions  in  order  to  broaden  perspective, 
are  other  methods.  The  method  is  but  a  means  to  an  end ;  the 
result,  an  opportunity  for  self-expression,  provides  the  stimulus 
desired  and  needed  by  administrative  employees  in  order  to 
sustain  interest  in  their  work. 

One  more  desire  characterizes  the  administrative  employee, 
namely,  the  desire  for  inspiring  leadership.  In  contrast  with 
industrial  workers,  employees  in  financial  institutions  are  un- 
organized. Since  they  cannot,  therefore,  look  to  leaders  of 
their  own  rank  outside  the  institution  for  guidance,  they  turn 
naturally  to  management  for  the  inspiration  and  encourage- 
ment they  crave.  From  it  they  desire  something  more  than 
can  come  from  one  of  their  own  group — something  intangible, 
perhaps,  but  authoritative  and  compelling.  This  need  for 
leadership  opens  to  management  a  responsibility  and  an  oppor- 
tunity— the  opportunity  for  molding  and  directing  its  staff ;  the 
responsibility  of  giving  them  a  wider  outlook,  of  keeping  them 
intelligently  dissatisfied  and  of  supplying  opportunities  for 
their  growth.  If  any  indictment  against  management  can  be 
sustained,  it  is  that  of  failure  in  this  regard.  Would  that  man- 
agement might  have  the  vision  to  recognize  this,  its  most 
significant  and  fruitful  opportunity. 

In  this  very  brief  outline  of  personnel  activities,  it  has  hardly 
been  possible  to  do  more  than  indicate  the  large  number  of 
forms  which  personnel  work  must  take  in  order  to  cover  the 
whole  range  of  human  relations  between  employer  and  em- 
ployed. The  field  is  fresh  and  needs  much  plowing.  Answers 
received  from  nearly  forty  financial  institutions  to  the  question- 
naire previously  mentioned  show  a  wide  divergence  of  practice 
but  indicate,  in  general,  an  awakening  to  the  realization  of  the 
pervasiveness  of  the  human  factor  in  business.  Crude  as  it  may 
sound  to  say  so,  taking  care  of  personnel  is  just  as  paying  a 
proposition  as  taking  care  of  machinery,  and  this  is  the  only 
basis  on  which  management  can  afford  to  build  up  a  personnel 
organization  defined  by  the  activities  referred  to  in  this  paper. 
The  interests  of  employer  and  employed   in   this   regard  are 
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mutual,  for  the  employer  desires  that  morale  be  kept  high  and 
the  employee  desires  those  things  which  cannot  but  create  this 
result.  The  reactions  of  increased  satisfaction,  increased  inter- 
est, increased  loyalty  and  increased  cooperation  will  repay  man- 
agement for  every  intelligent  expenditure  for  personnel 
activities. 

The  success  of  personnel  work  is  dependent,  in  large  part, 
however,  upon  the  manner  in  which  the  activities  are  introduced 
and  carried  on.  In  order  that  full  benefit  may  be  derived  from 
them,  personnel  activities  must  be  purposefully,  sanely  and  co- 
operatively initiated  and  administered.  Their  aim  must  be  that 
of  an  incentive  to  sustain  interest,  inculcate  enthusiasm  for  work 
and  promote  loyalty;  their  result,  the  creation  of  individual 
initiative,  group  cooperation  and  mutual  satisfaction. 

To  this  end,  personnel  activities  should  be  delegated  to  a  well- 
organized  department,  headed  by  an  officer  of  such  rank  and 
authorit)'  that  he  will  be  able  to  initiate  and  carry  out  personnel 
policies  and  practices  without  the  necessity  of  frequent  recourse 
to  the  highest  executives  for  approval.  Though  his  objective 
of  better  morale  throughout  the  organization  presents  a  difficult 
problem  in  measurement,  he  should  be  held  responsible,  just  as 
the  manager  of  any  operating  department  is  held  responsible, 
for  making  his  department  pay.  The  fact  that  the  results  of  his 
work  are  not  confined  to  a  single  product  does  not  make  their 
identification  any  less  definite,  for  increased  good-will  in  a 
working  force  is  a  thing  which  not  only  can  be  sensed  but  which 
reveals  itself  in  increased  output.  The  task  of  the  personnel 
director  is  a  difficult  one  but  it  is  exceedingly  worth  while,  for 
no  result  in  business  can  be  more  gratifying  than  that  of  weld- 
ing together  and  leading  a  happy,  loyal  and  cohesive  staff,  and 
the  procurement  of  this  result  is  of  the  very  essence  of 
management. 
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DISCUSSION 

(The  following  excerpts  are  taken  from  the  stenographic  record  of  the  discus- 
sion on  the  foregoing  papers. ) 

Thomas  B.  Dean 
of  the  Hodgman  Eubber  Company 

I  was  very  much  impressed  by  what  Mr.  Hopf  said  about  inspi- 
rational work  among  financial  institutions.  He  used  the  word 
"  production  ",  with  regard  to  output  of  work  of  clerks.  I  offer  a 
suggestion.  We  think  the  term  "  production  "  applies  to  a  factory, 
and  with  regard  to  clerical  work  "  dispatch  "  is  a  better  word. 

Recently,  we  organized  the  accounting  forces  in  our  place  and 
within  thirty-six  hours  we  had  remarkable  results.  We  established 
a  service  card,  as  a  means  of  rewarding  the  different  clerks  and 
grading  them  as  to  their  ability  and  their  regularity.  We  expect  to 
do  that  every  month  and  give  them  marks  just  as  students  in  school 
get  marks  for  their  different  characteristics. 

The  first  column  of  that  service  card  is  headed  "  Utility  " ;  the 
second  is  "  Personality  " ;  the  third  is  "  Worth  " ;  the  fourth  is 
"Accuracy";  the  fifth  is  "Regularity";  and  the  last  is  "Dispatch", 
The  initials  of  those  words  spell  "  Upward  ".  The  column  headed 
"  Worth  "  was  included  because  occasionally  we  find  a  clerk  who 
is  perhaps  irregular,  at  the  same  time  his  worth  to  the  company 
is  very  great  and  the  matter  of  irregularity  is  overlooked.  I  just 
offer  this  idea  of  a  service  card  written  up  monthly  so  that  when 
a  clerk  comes  to  an  executive  for  an  advance  in  salary,  the  service 
card  can  be  looked  up  and  the  executive  can  say :  "  Why,  we  should 
like  to  have  you  make  more  money,  but  you  have  a  very  low  mark 
in  regularity,  or  in  dispatch.  We  would  like  to  have  you  clean  that 
up.    Come  back  in  three  months  and  we  will  see  what  can  be  done." 

Frank  B.  Gilbreth 
CJonsviliting  Engineer;  President,  Frank  B.  Gilbreth,  Inc. 

I  would  like  to  add  some  words  to  what  Mr.  Hopf  has  said  be- 
cause I  have  considerable  personal  knowledge  of  Mr.  Hopf  and  his 
work.  I  think  that  too  much  emphasis  cannot  be  placed  on  the 
good  work  that  Mr.  Hopf  has  done,  and  I  say  this  not  as  a  mere 
observer  of  this  work,  but  as  a  man  engaged  in  similar  kind  of 
work.  I  think  we  should  stir  up  enthusiasm  among  the  people  in 
our  plants  today,  just  exactly  as  Mr.  Hopf  has  indicated.     We  have 
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been  doing  that  sort  of  work  for  so  long  that  when  I  hear  a  paper 
such  as  Mr.  Ilopf  has  written,  I  desire  to  stand  up  and  express  my 
appreciation. 

I  was  interested  in  Mr.  Lewis's  paper.  The  question  he  raised 
in  his  admirable  paper  is  only  a  small  part  of  the  question  which  I 
wish  to  raise,  namely:  when  you  have  job  analysis,  without  going 
into  the  question  of  personnel  analysis  or  workmen  analysis,  you  are 
raising  the  great  question  of  standardization  at  the  same  time.  The 
American  Society  of  Mechanical  Engineers,  the  Society  of  Indus- 
trial Engineers  and  other  societies  are  doing  great  work  at  the  present 
time  on  standardization.  We  are  not  doing  much  in  certain  lines 
compared  with  what  is  being  done  abroad.  There  are  national 
standards  in  Holland  today  of  which  I  have  three  or  four  hundred 
copies;  they  are  the  result  of  the  Hollanders'  fear  of  the  great 
efficiency  of  the  Germans,  who  have  thousands  at  the  present  time, 
copies  of  which  I  also  have.  Some  of  those  standards  I  have  actually 
used  on  my  work,  with  the  result  of  five  to  one  over  anything  that  we 
have  been  able  to  do  before. 

Super-standardization  is  a  topic  which  I  beg  to  suggest  for  the 
Academy's  consideration  in  the  near  future.  It  confronts  us  as  no 
other  subject  at  the  present  time.  When  I  say  super-standardization, 
I  mean  something  greater  than  mere  standardization,  because  in  this 
job  analysis  of  which  Commissioner  Lewis  has  spoken  so  well,  he 
did  not  have  time  to  mention  the  fact  that  you  cannot  analyze  the 
job  into  all  its  factors  unless  you  consider  the  things  which  are  to 
be  used  in  that  job ;  and  the  things  that  are  to  be  used  should  be 
stabilized  for  the  greatest  output. 

In  this  standardization,  we  are  making  a  fine  start.  I  wish  to 
add  one  more  remark,  viz.,  that  standardization  does  not  cause 
monotony.  That  question  is  always  raised.  I  would  suggest  that 
the  Academy  consider  very  seriously,  at  some  future  meeting,  super- 
standardization  as  the  one  means  in  sight  today  of  reducing  the  cost 
of  living. 
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BETTER  INDUSTRIAL  RELATIONS* 

GLENN    FRANK 
Editor,  Century  Magazine 

In  addressing  ourselves  this  afternoon  to  a  topic  that  touches, 
among  other  things,  the  relation  of  Government  to  Industry,  we  are 
entering  upon  an  old  and  shell-marked  battleground.  We  have  long 
discussed  Government  regulation.  Government  control  and  Govern- 
ment ovi^nership.  We  are  this  afternoon  to  approach  the  matter 
from  a  slightly  different  angle. 

I  am  convinced  that  in  the  future  we  are  to  see  a  narrowing  of 
the  jurisdiction  and  functions  of  statesmanship  at  Washington  and 
at  our  state  capitols  and  at  the  same  time  a  widening  of  the  areas 
and  functions  of  the  statesmanship  in  our  Pittsburghs,  our  Kansas 
Cities  and  our  Chicagoes.  In  other  words,  in  the  future  instead  of 
political  statesmanship  taking  over  more  and  more  of  the  functions 
of  business  and  professional  leadership  we  are  likely  to  see  the 
rise  of  business  statesmanship,  industrial  statesmanship,  educational 
statesmanship,  medical  statesmanship,  and  the  like,  with  political 
statesmanship  acting  as  sort  of  impresario  to  these  various  profes- 
sional statesmanships  which  seem  destined  progressively  to  develop. 

Of  course,  before  you  can  have  statesmanship  in  business  or  in- 
dustry you  must  have  business  and  industrial  statesmen,  and  states- 
men are  not  the  product  of  sheer  inspiration.  Statesmen  do  not  come 
by  mere  fasting  and  prayer ;  statesmen  come  into  the  field  as  a  result 
of  extended  research  among  and  mastery  of  fundamental  facts. 
Statesmen,  of  course,  must  be  men  who  bring  constructive  imagina- 
tion to  bear  upon  facts  when  they  have  them,  but  the  facts  are  neces- 
sary to  begin  with. 

Luckily,  there  are  hopeful  signs  in  this  country  indicating  the 
emergence  of  a  business  and  industrial  statesmanship.  Here,  there, 
and  yonder  are  business  and  industrial  leaders  showing  constructive 
imagination,  determination  to  master  the  facts,  and  a  willingness  to 
proceed  from  facts  to  policy  instead  of  from  preconceived  notions 
to  facts.  It  has  been  estimated  that  today  from  ten  to  fifteen  per 
cent  of  our  big  industrial  leaders  are  using  modern  methods  of  in- 
dustrial administration,  particularly  in  relation  to  the  human  factor 
of  industry.     Our  problem  is  to  raise  that  percentage. 

There  are  certain  classes  of  business  and  industrial  leaders  who  will 

*  Introductory  address  of  the  presiding  officer  at  the  Fifth  Session. 
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ne\'er  become  business  statesmen  until  some  outside  force  takes  the 
initiative  and  brings  them  face  to  face  with  the  facts  of  progressive 
methods  and  policies  in  the  matter  of  industrial  relations.  We  have 
a  certain  type  of  business  leader  who  simply  lacks  the  intellectual 
initiative  to  make  the  studies  himself,  even  though  he  may  have  the 
facilities  for  doing  it,  and  we  have  a  wide  range  of  the  smaller  pro- 
prietor-owners who  have  not  the  facilities  for  making  these  basic 
studies.  Recognition  of  this  fact  has  led  to  the  preparation  of  the 
program  for  this  afternoon.  We  are  to  consider  this  question : 
Isn't  it  possible  for  Goverimient  —  State  Governments  at  any  rate, 
and,  perhaps,  the  Federal  Government  —  Chambers  of  Commerce, 
universities,  and  other  organizations  to  bring  together  the  facts  that 
have  been  unearthed  by  progressive,  creative,  constructive  business 
and  industrial  leaders  and  put  them  at  the  disposal  of  the  type  of 
executives  who  might  not  take  the  initiative  to  find  these  things  out 
themselves,  and  particularly  the  vast  number  of  small  proprietor- 
owners  who  have  not  the  facilities  for  making  these  studies  them- 
selves ? 
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THE  PHILADELPHIA  PLAN  OF  SELF-EDUCATION 
OF  FOREMEN 

JOSEPH   H.   WILLITS 

University  of  Pennsylvania;    Vice-President,   Philadelphia  Association  foil 

the  Discussion  of  Employment  Problems 

THE  story  of  the  Philadelphia  Plan  of  Self- Education  of 
Foremen  may  be  of  interest  from  either  of  two  stand- 
points. In  the  first  place,  it  may  be  of  interest  because 
it  represents  one  of  the  many  attempts  in  the  direction  of  the 
development  of  adult  education  in  this  country  and  in  Europe 
through  management  organizations,  through  the  schools  or 
through  labor  organizations. 

On  the  other  hand,  it  may  be  of  interest  from  the  stand- 
point of  a  community  effort  on  the  part  of  management  to 
develop  the  least  developed  part  of  management,  namely,  the 
work  of  foremen.  This  work  to  which  I  shall  refer  was  con- 
ducted under  the  auspices  of  the  Philadelphia  Association  for 
the  Discussion  of  Employment  Problems.  That  organization 
was  formed  seven  years  ago  and  for  the  first  four  years  of 
its  existence  it  did  little  except  bring  together  regularly,  per- 
haps a  hundred  of  the  personnel  executives  and  higher  execu- 
tives of  the  industrial  concerns. 

Upon  the  completion  of  the  war,  there  developed  on  the  part 
of  the  seventy-five  concerns  interested  in  the  maintenance  of 
this  cooperative  discussion  a  desire  to  build  up  an  educational 
organization  which  would  extend  the  activities  (which  were 
designed  to  bring  some  conception  of  the  best  industrial  prac- 
tice, whatever  it  might  be,  before  Philadelphia  executives)  to 
more  people  in  the  concerns  than  were  represented  in  the  origi- 
nal group.  Especially  were  they  anxious  to  carry  the  results 
of  those  discussions  to  the  rank  and  file  of  foremen.  Their 
interest,  of  course,  in  the 'development  of  foremen's  educational 
work  is  a  part  of  that  same  interest  in  the  development  of  the 
supervisory  force  which  has  manifested  itself  in  a  thousand 
ways  all  over  the  country.  Specifically  was  it  appreciated 
after  the  war,  as  a  consequence  of  the  general  stimulus   to 
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education  that  was  given  by  the  war,  that  the  foreman  was 
sort  of  a  "  No  Man's  Land  "  in  management  education.  You 
all  are  familiar  with  the  various  phrases  that  have  been  de- 
veloped to  describe  that  situation.  Consequently  in  191 8  and 
1919  there  began  the  development  of  this  work  with  foremen. 
The  first  year's  education  took  the  form  of  lectures  for  foremen. 
The  object  of  those  lectures  was  to  present  to  a  foreman  in  a 
semi-inspirational  way  some  statement  which  would  serve  to- 
define  more  accurately  what  his  job  was  and  to  give  him  a 
higher  conception  of  just  what  his  part  in  management  work 
was.  These  were  held  during  the  years  191 8  and  1919,  and 
had  an  average  attendance  that  surprised  us,  amounting  to 
fifteen  hundred  at  one  meeting.  We  realized  that  the  edu- 
cational value  of  that  sort  of  thing  was  distinctly  limited.  It 
had  some  value  inspirationally,  some  value  in  interesting  men 
to  go  ahead  and  get  more  systematic  information,  but  from 
the  standpoint  of  giving  really  systematic  educational  instruc- 
tion, it  was  an  inspiration  and  that  is  about  all;  so  at  the  end 
of  the  year  191 8  and  191 9  the  request  was  made  on  the  part  of 
the  foremen  themselves  for  some  more  systematic  courses. 
The  first  response  on  the  part  of  the  Association  was  that  that 
was  a  thing  which  belonged  to  the  industrial  concerns  them- 
selves; that  the  close  tie-up  of  any  general  principles  to  this, 
that  or  the  other  sort  of  foreman's  work  could  be  most  eflfcc- 
tively  done  only  if  it  were  done  in  the  concern  itself.  We  were 
met,  on  making  that  statement,  with  the  answer  that  that  may 
be  fine  and  good  in  theor\-  but  the  practice  is  that  a  great  many 
concerns  do  not  give  such  instruction  themselves  and  arc  not 
in  a  position  to  do  it,  especially  the  small  concerns.  The  request 
was  made,  therefore,  that  some  such  course  be  started.  Xot 
realizing  quite  what  was  meant  in  the  accejitance  of  this,  the 
Association  agreed  to  give  such  a  course,  expecting  that  a  vcr\' 
small  number  of  men  would  appear,  but  when  registration 
opened  up,  in  the  course  of  a  short  time  there  were  five  hun- 
dred foremen  registered  for  the  course — five  hundred  of  the 
thirteen  hundred  foremen  wlio  were  members  of  the  foremen's 
section.  Well,  that  avalanche  of  men  descending  on  us  when 
we  were  expecting  only  a  small  number  necessarily  led  to  a 
very  hasty  revision  of  educational  plans  and,  con.sequently,  the 
plan  went  forAvard  on  a  basis  essentiallv  ;us  follows: 
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I  need  not  go  into  the  details  of  that  course;  I  suspect  that 
most  of  you  will  not  be  interested  in  those  details.  It  en- 
deavored to  include  those  factors — material,  personnel  and 
process — in  which  the  foremen  would  be  interested.  The 
method  of  instruction  was  this:  The  course  continued  for 
twenty  weeks,  one  night  a  week.  Each  night  someone  was  in- 
vited whom  we  considered  most  competent  to  talk  for  forty-five 
minutes  before  the  entire  group  of  foremen  on  the  subject  of 
that  evening.  That,  of  course,  had  obvious  defects.  A  forum 
lecture  is  a  lecture,  and  after  all,  those  of  you  in  education  will 
realize  that  the  lecture  system  is  a  good  deal  of  a  barbarity. 
In  order  to  follow  up  that  and  seek  to  establish  some  kind  of 
a  unifying  influence  throughout  the  course,  the  men  who  ap- 
peared to  take  the  course  were  divided  up  each  night  after  the 
lecture  into  eight  groups  and  each  one  presided  over  by  some 
one  we  had  selected  to  lead  the  group.  In  these  groups  the 
lecture  of  that  evening  and  pamphlets  which  had  been  distribu- 
ted a  week  in  advance  were  discussed.  Of  the  men  who  led 
the  discussion  groups  two  were  production  managers,  three 
emplo}'ment  managers,  three  professional  teachers,  and  one 
had  made  a  business  of  leading  foremen's  groups  in  an  in- 
dustrial concern.  That  course  continued  for  twenty  weeks. 
We  were  not  especially  well  satisfied  with  the  results  because 
of  the  fact  that  the  plans  had  been  made  very  hastily  and  were 
not  sufficient  to  handle  any  such  number.  Upon  its  completion 
we  immediately  started  to  make  plans  to  insure  that  the  edu- 
cational results  that  we  might  attain  this  year  would  be  more 
satisfactory. 

Upon  the  completion  of  the  course,  we  set  out  to  find  out 
what  the  foremen  themselves  wanted — w'hat  criticisms  they  had 
to  make  of  the  course.  We  wanted  to  know  as  thoroughly  as 
possible  just  what  kind  of  people  we  were  dealing  with;  and 
with  the  cooperation  of  the  Assistant  Director  of  the  Industrial 
Research  Department  of  the  University,  Miss  Anna  Bezanson, 
who  has  an  extraordinary  combination  of  industrial  experience 
and  scientific  training  and'  ability,  we  began  to  interview  fore- 
men individually  in  their  own  homes,  to  ascertain  their  criti- 
cisms and  desires.  In  the  light  of  the  wealth  of  conflicting 
requests  and  conflicting  criticisms  that  came  in,  we  tried  to 
steer  a  course  for  the  year.     The  foremen  opened  up  telling 

(739) 


202  INDUSTRIAL  COOPERATION  [Vol.  IX 

intimately  what  tliey  wanted.  We  secured  more  complete  in- 
formation than  could  be  obtained  through  their  own  manage- 
ment. There  were  some  very  interesting  criticisms — one  was 
that  they  did  not  want  to  have  so  many  talks  by  college  pro- 
fessors. (I  was  one  of  the  college  professors  who  talked.) 
We  were  also  interested  to  find  out  that  the  young  men  and  the 
old  men  wanted  radically  different  things.  The  young  men 
did  not  like  the  lectures  but  they  did  like  discussions  ;  older  men 
liked  inspirational  lectures,  but  were  not  so  keen  about  the 
discussions ;  young  men  were  more  interested  in  things  that  were 
what  we  might  call  the  antennae  of  the  job,  they  were  interested 
in  economic  problems,  problems  that  were  not  problems  of  their 
department;  old  men  wanted  to  learn  how  to  do  particular  kinds 
of  work,  so  that  out  of  the  discussions  that  we  had  with  fore- 
men you  could  have  gotten  evidence  to  justify  any  kind  of  a 
program  or  opinion  that  you  might  possibly  have  proposed. 

Out  of  all  this  information  and  with  the  experience  of  the 
discussion  leaders  to  guide  us  we  tried  to  plan  the  course  for  this 
year  with  the  result  that  we  have  made  provisions  for  a  general 
course  which  shall  be  run  on  the  same  plans  as  last  year.  One- 
third  is  to  be  given  over  to  discussion  of  the  general  economic 
conditions,  especially  present  conditions ;  one-third  is  given  to 
matters  that  have  to  do  with  personnel ;  the  other  one-third  is 
given  to  matters  that  have  to  do  with  technical  problems.  We 
have  gone  ahead  on  that  basis,  trying  to  tie  up  the  technical 
parts  of  foremen's  work  with  the  general  economic  situation  in 
which  the  country  finds  itself  today.  The  outline  of  the  plan 
remains  practically  the  same — the  forty-five  minute  opening 
lecture  being  given  by  the  man  we  consider  most  competent  to 
give  it. 

The  discussion  leaders  continue,  there  being  eight  discussion 
groups.  Five  of  the  leaders  are  production  managers  or  w^orks 
managers,  two  are  teachers,  and  one  is  a  personnel  man.  The 
course  has  about  two  hundred  men  registered  in  it. 

For  the  men  who  had  completed  the  course  of  last  year  it  was 
necessary  to  provide  some  additional  opportunity.  Out  of  the 
great  mass  of  suggestions  that  were  made,  we  finally  settled 
upon  five  courses;  one  a  course  for  textile  foremen  (a  man  in 
the  textile  industry  always  feels  especially  keenly  that  his  prob- 
lems are  different  from  the  problems  of  any  other  group)  ;  an- 
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other,  a  special  course  for  works  managers  (a  considerable 
number  of  men  appearing  last  year  were  of  higher  rank  than 
foremen).  The  foremen  themselves,  moreover,  were  anxious 
to  have  the  higher  officers  down  there  so  that  the  two  groups 
might  be  going  ahead  together. 

A  great  many  of  the  foremen  coming  in  were  from  metal 
shops  and  were  interested,  therefore,  in  knowing  more  about 
time  study,  what  its  limitations  were,  what  criticisms  labor 
made,  and  so  on.  Consequently  a  fifteen  weeks'  course  in  time 
study  is  planned. 

I  have  used  up  my  time  and  I  don't  want  to  add  anything 
except  to  say  that  I  don't  think  that  we  are  far  enough  along 
to  reach  any  very  final  conclusions.  I  think,  however,  that  we 
can  make  two  or  three  tentative  conclusions — First,  that  these 
courses  do  not  take  the  place  of  similar  courses  in  plants ;  neither 
do  the  courses  in  plants  take  the  place  of  these  courses.  The 
two  supplement  each  other  very  well.  Second,  as  a  result  of  the 
course  which  began  last  year,  a  great  many  groups  were  started 
in  plants  on  the  stimulus  largely  of  the  foremen  themselves. 
These  courses  tend  to  stimulate  and  not  to  take  the  place 
of  systematic  plant  instruction.  It  is  interesting  to  notice  that 
a  very  great  increase  in  interest  and  in  desire  for  such  work  is 
manifest  on  the  part  of  foremen  generally.  For  any  concern 
that  expects  to  adopt  any  thorough-going  educational  policy,  a 
very  real  value  to  the  foremen  themselves  results  from  the 
contact  with  foremen  from  other  concerns.  It  illuminates  their 
own  problems  if  they  get  nothing  but  the  feeling  that  the  same 
problems  that  they  are  meeting  are  being  met  by  other  foremen 
all  over  the  city.  Certainly  such  work  has  the  effect  of  helping 
the  foremen  to  think  and  feel  professionally.  That  is,  after  all, 
I  believe,  one  of  the  main  results  of  the  general  increase  in  fore- 
men's work.  Another  interesting  by-product  I  might  mention 
is  that  the  foreman  himself  feels  that  his  own  mobility  has 
been  considerably  increased. 
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A  MORE  constructive  governmental  policy  toward  uur 
industrial  relations  problems  has  long  been  felt  as  a 
necessity.  Up  to  the  present  time,  the  function  of 
American  government  has  been  confined  largely  to  the  exercise 
of  mediatory  methods  in  industrial  disputes.  Today,  however, 
it  is  definitely  realized  that  mere  palliatives  are  not  sufficient. 
There  is  a  universal  demand  for  enlightenment  as  to  the  facts 
of  our  industrial  problems  and  for  education  as  to  the  best 
methods  of  management  and  production.  Shop  committees 
arise  so  that  the  facts  of  the  individual  plant  organization  may 
be  more  clearly  understood ;  labor  colleges  are  being  founded 
so  that  a  trained  leadership  may  know  the  facts  of  industrial 
life;  joint  boards  of  settlement  in  several  great  industries  seek 
to  render  impartial  decisions  based  on  facts;  and  finally  the 
public  is  less  satisfied  with  propaganda  and  demands  to  know 
the  whole  truth  of  our  industrial  problems.  The  recommenda- 
tions of  the  Second  Industrial  Conference,  the  recent  bulletins 
of  the  Merchants'  Association  of  New  York  City,  and  the 
declarations  of  many  trade  associations  composed  of  both 
capital  and  labor  show  the  extent  and  necessitv'  of  information 
and  consultation. 

It  seems  quite  natural  that  the  government  should  be.  not 
only  a  mediator,  but  an  educator,  in  the  field  of  industrial 
relations.  For  many  years,  our  government  has  acted  as  a 
teacher  of  various  occupational  groups.  Farm  Bureaus  and 
state  and  national  departments  of  agriculture  have  aided  the 
farmer  in  a  thousand  ways.  They  have  taught  the  farmer 
how  to  sow  his  crops,  reap  his  harvest,  market  his  produce. 
They  have  even  bought  seeds  and  lent  him  money  for  farming 
machincr>'.  If  the  farmer  is  taught  better  methods  of  manage- 
ment and  production,  why  not  the  industrial  manager,  es- 
pecially the  small  proprietor-owner  who  is  so  typical  of  Ameri- 
can industry? 
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The  Bureau  of  Mines  likewise  has  aided  a  multitude  of  mine 
operators  in  their  problems  of  development  and  expansion ; 
the  Geological  Survey  has  aided  a  myriad  of  promoters;  surely 
if  the  farmer  and  the  mine  operator  and  the  prospector  are 
educated  to  better  means  of  production,  why  not  the  industrial 
manager?  Why  not  promote  the  efficiency  of  American  in- 
dustry by  exposition  and  explanation  of  sound  methods  of 
industrial  organization  ? 

In  August,  1920,  two  industrial  counselors  were  appointed 
upon  the  staff  of  the  New  York  Industrial  Commission.  The 
fundamental  purpose  was  the  promotion  of  sounder  industrial 
relations  by  means  of  counsel,  research,  investigation,  and 
publicity  among  the  65,000  factories  within  the  Empire  State. 
It  was  particularly  felt  that  lack  of  industrial  knowledge,  es- 
pecially among  the  small  proprietor-owners,  led  to  mismanage- 
ment, and  that  by  personal  contact  and  diffusion  of  accepted 
and  well-tried  industrial  experience,  many  industrial  difficulties 
could  be  eliminated  and  productive  methods  stimulated.  Pri- 
marily, the  counselors  were  created  to  form  a  clearing  house 
for  industrial  relations  information.  The  success  of  various 
industrial  processes  in  larger  plants  was  to  be  passed  on  to  small 
industrial  units,  and,  in  general,  by  consultation  and  inquiry, 
an  industrial  counselling  service  was  established. 

The  counselors  did  not  cover  departmental  activities  already 
carried  on  by  the  Commission ;  they  had  no  function  in  enfor- 
cing labor  laws,  in  settling  compensation  cases,  in  the  remedial 
work  of  employment.  The  handling  of  current  industrial  dis- 
putes continued  in  the  Bureau  of  Mediation  and  Arbitration, 
as  the  counselors  studied  the  causes  of  the  fire,  but  did  not  put 
the  fire  out  after  it  started.  The  counselors,  however,  issued 
such  information  as  the  Bureau  of  Statistics  could  not  edit; 
aided  in  the  reduction  of  industrial  accidents  by  means  of  safety 
propaganda ;  and,  in  general,  became  a  service  arm  of  the  entire 
Commission,  not  in  enforcement  of  laza  but  in  education  toward 
better  industrial  relations. 

The  first  step  was  thd  establishment  of  contacts  with  indus- 
trial organizations  by  means  of  publicity,  correspondence,  and 
field  work.  Like  any  new  undertaking,  the  industrial  counsel- 
ling idea  had  to  be  "  sold  ",  and  its  service  thoroughly  ex- 
plained.     It  was  decided,  first  of  all,  that  the  method  of  ap- 
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proach  was  through  the  simpler  and  less  controversial  problems. 
Two  subjects  lay  altogether  in  this  field,  industrial  safety  and 
industrial  health.  In  regard  to  safety,  it  was  felt  that  while 
the  mechanical  side  (i.  e.  guarding  of  machinery  etc.)  was 
already  well  covered  by  the  enforcement  of  existing  laws  and 
through  safety  campaigns,  safety  organization  and  safety 
morale  were  still  undeveloped  in  many  plants.  Upon  the  simple 
relations  existing  in  well-organized  safety  committees,  the 
foundation  of  industrial  good-will  is  frequently  laid.  Indus- 
trial health,  though  a  newer  subject,  was  recognized  as  a 
ground  upon  which  management  and  men  may  amicably  meet. 
In  approaching  the  great  field  of  industrial  relations  problems, 
the  counselors  at  the  start,  therefore,  confined  themselves  to  an 
acceptable  and  easy  line  of  approach  with  the  hope  that  the 
contact  and  personal  relationship  upon  these  bases  would,  in 
time,  mean  an  expansion  toward  more  intricate  and  diflficult 
problems. 

With  these  objects  in  view,  the  counselors  made  extended 
field  trips  in  various  parts  of  the  state.  The  actual  procedure 
was  to  visit  plants  where  it  was  known  that  safety  work  was 
carried  on ;  call  upon  the  safety  or  personnel  manager  or  shop 
foremen;  explain  the  purpose  of  the  counselling  service  and 
then  go  over  the  problems  of  the  individual  plant.  In  nine  cases 
out  of  ten,  after  the  primary  distrust  of  a  labor  department 
official  had  been  laid  aside,  the  plant  manager  was  more  than 
glad  to  talk  about  his  problems  and  to  listen  to  suggestions.  The 
most  amazing  thing  was  the  astonishment  on  the  part  of  the 
plant  manager  to  learn  that  his  plant  was  not  to  have  an  official 
inspection  or  that  he  was  not  going  to  be  threatened  with  a  fine 
for  some  violation  of  the  law.  Everywhere,  there  was  an  in- 
tense desire  for  knowledge  as  to  how  Brown  and  Jones  and 
Smith  handled  their  problems  and  the  counselors  were  surprised 
immediately  by  the  variety  and  number  of  requests  for  in- 
formation and  advice. 

At  no  time  did  the  counselors  attempt  to  tell  a  man  how  to 
run  his  business — the  method  was  one  of  suggestion,  of  en- 
deavor to  aid  the  manager  in  any  way  that  he  might  signify. 
In  one  paper  plant,  the  conversation,  starting  with  safety,  led 
to  a  discussion  of  the  establishment  of  a  sickness  fund.  As  a 
result,  one  of  the  counselors  made  an  exhaustive  study  of  plant 
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disability  funds,  the  results  of  which  were  embodied  in  a  special 
official  reoprt.  The  five  thousand  copies  of  the  latter  report 
were  exhausted  within  six  weeks  of  publication. 

Another  company  hearing  of  the  service  of  the  counselors 
along  these  lines,  called  upon  them  to  come  and  visit  their 
plant.  A  shop  committee,  composed  entirely  of  employees, 
had  requested  the  management  for  some  form  of  plant  dis- 
ability funds.  The  management  was  at  a  loss  as  to  what  to  do; 
they  had  no  time  to  investigate  the  ways  and  means  of  the 
establishment  of  such  funds.  The  Industrial  Counselor  went 
to  the  plant,  had  conferences  with  the  shop  committee  and  the 
management;  outlined  suggestions  and  within  a  few  weeks  the 
general  form  of  the  plant-disability  fund  was  adopted  by  man- 
agement and  men. 

In  another  plant,  safety  work  was  limited  because  the  vast 
majority  of  men  could  neither  read  nor  write  English.  Within 
a  few  weeks,  pamphlets  printed  in  Polish,  Austrian,  and  Italian 
were  placed  in  the  hands  of  the  men,  and  the  work  of  safety 
committees  vitalized. 

A  small  factory  desired  to  establish  a  service  and  employ- 
ment department.  They  had  preconceived  ideas  of  elaborate 
and  useless  organization.  An  industrial  counselor,  having  just 
previously  visited  a  plant  of  similar  size,  outlined  the  work  in 
this  second  factory  to  the  first  establishment,  and  the  suggestion 
was  approved  and  acted  upon. 

The  problem  of  industrial  relations  in  small  proprietor- 
owned  plants  was  found  to  be  universal.  These  plants,  unable 
to  maintain  their  own  personnel  departments,  or  resort  to  the 
service  of  engineers,  were  discovered  generally  to  be  not  only 
interested  but  anxious  to  adopt  the  well-tried  methods  experi- 
enced in  larger  corporations.  In  northern  New  York,  a  group 
of  small  firms  had  banded  themselves  together  for  service. 
A  trained  mechanical  engineer  was  a  community  industrial 
relations  adviser,  meeting  with  safety  committees  in  the  differ- 
ent plants,  making  plant  inspections,  advising  on  changes  in 
productive  methods  etc.  -This  idea  of  a  community  industrial 
adviser  was  carried  on  to  other  locations  by  the  counselors  with 
the  hope  that  the  example  might  be  copied.  The  fundamental 
purpose  was  to  tie  up  a  problem  in  one  locality  with  successful 
experience  in  overcoming  that  particular  problem  in  another 
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localit}" ;  to  transplant  ideas  and  to  broaden  the  horizon  of  the 
smaJl  factor)-  manager. 

As  a  result  of  these  field  trips,  bulletins  were  issued  and 
general  follow-uj)  corresjjondence  maintained.  The  idea  of 
an  industrial  counselling  service  gratlualh'  grew  and  became 
accepted  in  many  sources.  The  nature  of  the  requests  were 
\aried :  safety  organization,  accident  prevention,  personnel 
management,  plant  sanitation,  thrift  plans,  shop  committees, 
wage  adjustment  etc.  Requests  came  from  industrial  and 
trade  organizations,  from  plant  managers,  personnel  directors, 
and  owners  of  small  factories  and  plants.  In  the  seven 
months  of  the  existence  of  the  work,  150  specific  requests  were 
received,  800  contacts  were  made  with  industrial  organizations, 
and  thousands  of  copies  of  special  bulletins  distributed. 

The  budget  per  annum  for  two  counselors,  including  salaries, 
printing  and  postage  was  less  than  $9000.  When  one  remem- 
bers the  65,000  factor)'  units  of  this  State,  the  sum  seems  in- 
finitesimal. As  far  as  cost  is  concerned,  the  expense  is  justified 
a  thousand  fold.  However,  in  the  spring  of  192 1,  under  the 
provisions  of  the  Knight-Brady  Bill,  sponsored  by  Governor 
Miller,  the  Industrial  Commission  was  abolished  and  the  budget 
for  the  Department  of  Labor  was  cut  50%  to  $1,500,000,  and 
all  previous  bureau  and  civil  service  structure  destroyed.  In 
view  of  these  and  certain  other  local  circumstances,  the  indus- 
trial counselor  resigned,  and  the  entire  work  was  discontinued 
in  the  present  reorganization  of  the  Commission.  It  is  to  be 
regretted  that  political  revision  curtailed  a  work  which 
promised  to  contribute  much  to  the  success  of  a  governmental 
industrial  relations  policy. 

In  summing  up  the  work  of  the  Industrial  Counselor,  one 
must  bear  in  mind  that  the  function  as  originally  set  forth  was 
primarily  educative.  A  work  such  as  this  cannot  be  estimated 
by  a  simple  review  of  statistics,  such  as  the  number  of  factory 
inspections  made  or  number  of  compensation  cases  settled.  An 
educative  work  cannot  be  reported  in  bald  figures;  no  one  can 
tell  how  far  the  message  of  the  printed  page,  an  exchange  of 
ideas  or  the  pooling  of  experience  may  go  in  influence.  Indus- 
trial counselling  is  not  demonstrable  by  an  analytical  review. 

Extensive  results  cannot  be  expected  of  a  work  that  was  cut 
off  almost  before  being  born,  yet  there  are  at  least  three  definite 
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conclusions  :  ( i )  No  time  is  more  avantageous  than  the  present 
for  the  foundation  of  sound  industrial  relations  policies  and 
for  such  an  industrial  counselling  service.  (2)  The  method  of 
approach  along  non-controversial  lines  is  successful.  (3)  The 
response  to  governmental  counselling  as  a  service  is  widespread 
and  generally  acceptable.  It  is  not  difficult,  therefore,  to 
prophesy  that  the  elimination  of  the  work  only  shows  the  way 
to  an  early  revival  in  the  future.  The  whole  tendency  of 
modern  industrial  relations  points  to  its  retention  in  some  form 
as  a  proper  function  of  government.  If  America  is  to  attempt 
to  find  her  way  through  the  intricate  problem  of  industrial 
relations ;  if  she  is  to  discard  the  weapons  of  industrial  guerilla 
warfare;  if  she  is  to  compete  with  the  labor  costs  of  a  broken 
and  demoralized  Europe,  a  governmental  industrial-relations 
policy  must  be  formed  with  industrial  counselling  as  a  corner- 
stone. 
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IN  PROMOTING  BETTER  INDUSTRIAL 

RELATIONS  IN  A  COMMUNITY 

ALEXANDER  C.    BROWN 

Preaident,    The   Brown   Hoisting   Machinery   Oompany;    President,    The- 
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THE  seeds  of  industrial  injustice,  thoughtlessly  sown  ii> 
the  past  by  both  employer  and  employee,  germinated 
in  the  soil  of  self-interest,  fertilized  by  ignorance^ 
suspicion  and  agitated  unrest,  have  brought  forth  such  a 
harvest  of  industrial  weeds  as  to  fairly  choke  the  productivity 
of  industry.  Of  recent  years  how  to  keep  down  the  weeds  has 
become  a  study  of  graver  importance  than  how  to  grow  the  crop. 
Industrial  discontent  is  a  weed  whose  seeds  scatter  from  a 
neighbor's  garden  to  your  own,  no  matter  how  careful  you  are 
not  to  sow  them  yourself.  It  has  long  been  a  misconception 
that  the  square-deal  policy  of  industrial  relations  in  one's  own 
plant  is  sufficient  insurance  against  discontent,  unrest  and  labor 
troubles  in  that  plant.  Recognition  is  now  being  given,  all  too 
tardily,  to  the  danger  lurking  in  an  unsound  labor  policy  in 
one's  neighbor's  plant.  Sooner  or  later  you  will  suffer  from 
it,  along  with  him,  no  matter  how  equitable  a  policy  you, 
yourself,  have  maintained.  And  the  public,  the  so-called 
poor,  innocent  public,  will  as  surely  suffer  along  with  you  and 
your  neighbor.  But  the  public  is  not  so  innocent  as  it  is  repre- 
sented, except  as  to  sins  of  commission.  The  sins  of  omission, 
of  which  it  has  been  guilty,  have  been  many  and  are  born 
largely  of  ignorance. 

The  public  has  failed  to  understand  that  whenever  an  in- 
justice is  done  by  an  employer  to  his  employees,  and  whenever 
an  injustice  is  imposed  upon  an  employer  by  his  employees,  the 
public  will  inevitably  suffer  in  the  end.  It  has  been  too  slow 
to  appreciate  its  responsibility  in  the  settlement  of  labor  dis- 
putes and  too  ready  to  throw  the  weight  of  its  influence  with 
one  side  or  the  other  as  its  sympalhii-s  may  have  influenced  it 
without  giving  serious  thought  to  the  underlying  principles 
involved. 
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Though  appreciating  many  of  the  economic  conditions  that 
operate  to  cause  general  discontent  and  real  suffering,  the 
average  citizen  has  not  given  the  thought  that  he  should  to  the 
part  that  industrial  relations  play  in  influencing  those  economic 
conditions.  He  has  recently,  however,  begun  to  think  more  in 
terms  of  economic  causes  and  effects  than  was  hitherto  his 
custom,  for  seldom,  if  ever,  have  the  laws  of  economics  been 
brought  closer  home  to  him  than  during  these  years  of  reaction 
from  extreme  conditions.  Never  was  there  a  more  opportune 
time  to  point  out  to  him  those  extreme  conditions  in  industi-y 
that  adversely  affect  his  welfare — the  extremes  of  over-produc- 
tion and  under-production,  of  labor  shortage  and  unemploy- 
ment, of  high  wages  and  low  wages,  of  dictatorial  practices  by 
employees  and  autocratic  practices  by  employers.  All  these, 
and  many  other  industrial  extremes,  represent  real  perils  to 
the  public  interest. 

Whose  is  the  responsibility  of  warning  the  public  of  these 
perils?  And  who  is  to  take  the  initiative  in  crystallizing  public 
opinion  as  to  the  underlying  principles  of  industrial  relations 
that  must  be  established,  in  the  public  interest,  as  the  sole 
protection  against  them  ? 

Part  of  the  responsibility  for  constructive  leadership,  due 
to  the  national  and  international  scope  of  these  matters,  is, 
broadly  speaking,  a  federal  and  state  function.  But  effectiye- 
ness  can  only  be  attained  by  community  action.  The  very 
structure  of  our  government  and  the  growth  of  our  nation  have 
been  founded  upon  the  development  of  the  thought  and  action 
of  the  separate  communities  expressing  themselves  from  within, 
rather  than  upon  a  centralized  and  paternalistic  control  exerted 
upon  them  by  federal  or  state  government. 

If,  then,  the  responsibility  for  this  leadership  is  primarily  a 
community  matter,  where  can  it  more  logically  fall  than  upon 
the  chief  civic  and  commercial  organization  of  each  com- 
munity— the  chamber  of  commerce? 

The  chamber  of  commerce,  if  it  is  to  fulfill  its  proper  func- 
tions in  a  community,  should  be  better  equipped  than  any  other 
body  to  give  thoughtful  study  to  the  basic  principles  governing 
proper  industrial  relations  and  so  to  formulate  them  that  they 
will  be  clearly  understood  by  employer,  employee  and  public. 

The  first  step  of  the  chamber  of  commerce,   therefore,  in 
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accepting  this  responsibilit)',  is  the  formulation  of  a  definite 
labor  polic)'  composed  strictly  of  principles,  not  methods. 
Such  a  declaration  of  principles  should  not  only  be  equitable, 
both  to  employers  and  to  employees,  but  should  emphasize  that, 
at  all  times,  the  public  interest  is  pariDiiount.  So  many  dis- 
agreements as  to  principles  of  labor  relations  are  cau.sed  by  a 
misunderstanding  of  the  terms  used  in  expressing  these  prin- 
ciples, that  the  clearest  possible  definition  of  such  terms  is 
necessary  before  general  acceptance  of  the  expressed  {principles 
may  be  expected. 

Most  of  us  have  the  American  habit  of  labeling  or  tagging 
things  with  terse  expressions  such  as  "  open  shop  "  and  "  col- 
lective bargaining  "  without  having  any  too  clear  an  idea  of 
the  definition  of  those  labels.  The  \cry  use  of  such  terms  be- 
tween individuals  having  in  mind  difTerent  definitions  of  them, 
introduces  disagreement  at  the  outset.  It  is  accordingly  a 
difficult,  but  a  necessary',  matter  for  the  committee  on  labor 
relations  of  a  chamber  of  commerce  to  express  the  labor  prin- 
ciples in  which  it  believes,  in  terms  that  are  not  subject  to 
ambiguous  interpretation. 

Such  a  formulated  labor  policy-  may  be  illustrated  by  the 
declaration  of  principles  of  the  Cleveland  Chamber  of  Com- 
merce, made  public  in  April  1920.  The  principles  may  be 
summarized  as  follows : 

(i)  Production:  Public  interest  requires  increasing  produc- 
tion as  a  prime  factor  in  reducing  commodity  prices. 
There  should  be  no  restriction  of  outjjut  by  employers  or 
employees  to  create  an  artificial  scarcit}'  of  the  com- 
modity or  of  labor  respectively.  Employees  should  co- 
operate in  the  adoption  of  new  and  improved  machinery-. 
Piece  rates  should  not  be  reduced  except  where  im- 
pro\ctl  methods  or  facilities  are  provided.  Production 
program  should  be  adjusted  to  secure  ma.ximum  con- 
tinuity of  employment  consistent  with  efficient  business 
methods.  Industrial  education  should  be  encouraged 
(2)  Wages:  While  the  law  of  supply  and  demand  must  in- 
evitably influence  wage  rates,  atldilional  factors  should 
be  taken  into  consideration  such  as — 
Cost  of  living 

Opportunity  to  atlvancc  standard  of  li\ing 
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Savings 

Loyalty 

Productivity — quality  and  quantity 

Initiative  and  individual  skill 

Nature  and  hazard  of  the  work 

Importance  of  the  work  performed 

Punctuality  and  steadiness 

Continuity  of  employment. 
Incentives  should  be  offered  to  increase  earning  capacity.. 
The  pay  for  womens'  work  should  be  equal  to  that  of 
men,  subject  to  the  consideration  of  such  overhead  and 
other  costs  as  may  be  higher  in  the  case  of  women  than 
of  men. 

(3)  Hours  of  Work:  Hours  of  work  should  be  fixed  at  a 
point  consistent  with  the  physical  well-being  of  the 
worker  and  consistent  with  the  public's  economic  re- 
quirements. While  the  prevalence  of  the  eight-hour 
working  day,  or  a  weekly  equivalent  is  recognized,  the 
proper  work  day  should  be  determined  by  studies  in  each 
industry.  Overtime  is  discouraged,  but  when  necessary, 
an  extra  rate  of  compensation  is  recommended.  One 
day's  rest  in  seven,  preferably  Sunday,  and  a  weekly 
half-holiday  are  advocated. 

(4)  Working  Conditions:  The  public  interest  and  the  com- 
fort and  health  of  employees  demand  that  every  effort 
should  be  made  to  perfect  employment  conditions  as  to 
sanitation,  heat,  light,  ventilation,  industrial  accidents, 
occupational  diseases,  etc.  Safeguards  are  recom- 
mended against  arbitrary  discharge  or  unjust  treatment 
by  foremen.  Adequate  advance  notice  should  be  given 
by  employer  in  case  of  lay-off,  and  by  employee  in  case 
of  his  intention  to  leave  his  employment. 

(5)  Freedom  of  Contract  {Open  or  Closed  Shop)  Freedom 
of  contract  of  employment  must  never  be  impaired. 
However,  employers  should  not  so  exercise  this  right  as 
to  discriminate  in  the  employment  or  discharge  of  em- 
ployees on  the  ground  that  they  are  or  are  not  members 
of  a  trade  or  labor  union.  Employees  should  not  re- 
quire of  their  employer  that  employment  be  conditioned 
on  membership  or  non-membership  in  a  trade  or  labor 
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union.  Employees  should  not  coerce  fellow-employees 
to  join  or  refrain  from  joining  a  trade  or  labor  union. 
{6)  Representative  Negotiation  {Collective  Bargaining): 
Where  the  channel  of  communication  between  employer 
and  an  employee  does  not  offer  suitable  means  of  nego- 
tiation, some  mutually  satisfactory  plan,  such  as  repre- 
sentative negotiation,  should  be  instituted.  Represen- 
tative negotiation  is  defined  as  the  means  whereby  an 
employer  deals  with  duly  and  accredited  representatives 
of  employees  chosen  by  and  from  among  their  own 
number,  unless  otherwise  mutually  agreed.  Such  nego- 
tiation should  be  under  control  of  the  parties  immedi- 
ately concerned  and  should  they  fail  to  reach  an  agree- 
ment, the  employer  and  the  group  of  employees'  repre- 
sentatives should  each  have  the  option  of  choosing  a 
reputable  and  competent  adviser  or  advocate  to  meet 
with  them  in  continued  negotiations.  Employees  chosen 
as  employees'  representatives  should  be  assured  that  no 
discrimination  will  be  made  against  them  because  of 
their  acts  in  their  representative  capacit}\  Application 
of  such  representative  negotiation  is  recommended  to  in- 
dustries where  it  is  impracticable  for  a  single  employer 
to  deal  with  his  employees,  but  where  it  is  practicable, 
and  the  law  permits,  for  groups  of  employers  to  deal 
with  groups  of  employees.  In  no  case  should  the  right 
be  abrogated  of  an  individual  employee  to  negotiate 
directly  with  his  employer.  Employers  and  employees 
should  uphold  all  arbitration  awards  and  agreements 
entered  into. 

(7)  Coercive  Measures:  All  coercive  measures,  such  as 
violence,  intimidation,  blacklisting  etc.  are  condemned, 
and  the  public  is  urged  to  support  officials  in  enforcing 
the  laws  in  respect  to  these  practices. 

(8)  Information  and  Frankness:  Employers  should  inform 
employees  as  to  business  principles  affecting  their  mutual 
interest,  and  frankly  place  before  them  business  details 
necessary  to  prove  important  economic  facts.  Em- 
ployees should  be  equally  frank  in  discussing  with  their 
employer  matters  affecting  their  conditions  of  employ- 
ment and  the  interests  of  their  industr)'.     Through  in- 
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formation  and  frankness  a  spirit  of  mutual  interest  and 
confidence  should  be  encouraged. 
(9)  The    Public's    Interest    in    the    Settlement    of    Labor 
Disputes:    Since   the   public   interest   is   paramount   it 
follows  that  public  opinion  should  be  a  potent  influence 
for  the  settlement  of  all  labor  disputes.     Means  should 
be  provided  to  ascertain  reliably  and  give  publicity  im- 
partially to  the  facts,  and,  at  least  until  the  public  has 
had  a  reasonable  opportunity  to  consider  the  facts  pre- 
sented, no  resort  should  be  had  to  strike  or  lockout. 
The  public's  right  to  uninterrupted  service  during  a 
period  of  settlement  of  disputes  in  government  services 
and  public  utilities  is  a  primary  consideration. 
Having   formulated   such   a   declaration   of   principles,   the 
chamber  of  commerce  should,  through  its  committee  on  labor 
relations,  institute  a  research  or  investigation  into  current  labor 
problems  with  a  view  of  furnishing  the  public  with  impartial 
information  relative  to  them,   and  of  directing  attention,   in 
specific  terms,  to  the  application  of  the  adopted  principles  to 
these  actual  cases. 

A  very  few  weeks  after  the  publication  of  the  declaration 
of  principles  of  the  Cleveland  Chamber  of  Commerce,  a  serious 
plumbers'  strike,  involving  a  tie-up  of  a  substantial  volume  of 
building  construction,  served  as  an  occasion  to  point  very  clearly 
to  the  source  of  the  trouble  as  being  primarily  caused  by  certain 
violations  of  these  underlying  principles. 

A  very  careful  analysis  of  the  history  of  the  plumbers'  strike 
was  printed  for  general  publicity  purposes,  citing  the  principles 
violated  by  the  plumbers'  closed  shop  agreement  which  had 
been  the  cause  of  the  strike.  Among  the  conclusions  reached 
in  the  report,  were  the  following : 

( 1 )  That  the  closed  shop  agreement  was  the  fundamental 
cause  of  the  difficulty.  (Violation  of  Section  5  of  the 
principles — Freedom  of  Contract) 

(2)  That  the  arbitrary  limitation  of  journeymen  plumbers 
resulted  in  excessive  plumbing  costs  to  the  public. 
(Violation  of  Section  i — Production) 

(3)  That  restrictive  trade  rules  and  limitations  incorporated 
in  the  agreement  resulted  in  unreasonable  costs  to  the 
public.      (Violation  of  Section  i — Production) 
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(4)  That  refusal  by  the  plumbers'  union  to  accept  arbitration 
as  provided  in  the  agreement,  should  be  condemned. 
(Violation  of  Section  6 — Representative  Negotiation) 

Much  of  the  value  of  such  a  code  of  principles  is  dependent 
upon  its  being  prepared,  not  during  the  heat  of  a  labor  dispute 
but  at  a  time  when  it  may  be  formulated  coolly  and  unin- 
tluciiccd  by  a  strained  labor  situation. 

The  promotion  of  better  industrial  relations  by  a  chamber  of 
commerce  is  primarily  dependent  upon  an  increasing  acceptance 
of  sound  principles  of  industrial  relations  by  employers,  em- 
ployees, investors  and  the  public.  Methods  of  publicity  to 
effectively  present  these  principles,  and  encourage  their  uni- 
versal acceptance,  vary  in  each  community.  Little,  however,  can 
be  accomplished  by  intensive  and  expensive  publicity  campaigns 
completed  in  a  few  weeks  or  months  and  soon  forgotten. 

The  chamber  of  commerce  will  do  well  to  accept,  with 
patience,  the  necessity  of  expecting  marked  results  only  after  a 
consistent  publicity  and  educational  policy  has  been  developed 
and  carried  out  for  a  period  of  years.  Everlasting  persistency 
will  do  what  misdirected  zeal  for  quick  results  can  nev'er 
accomplish. 

The  increasing  acceptance  by  a  community  of  sound  prin- 
ciples of  industrial  relations  is  contributed  to  by  other  suitable 
activities  of  a  chamber  of  commerce,  such  as  the  collection  and 
distribution  of  current  information  with  statistics  pertaining  to 
labor  matters;  the  creation  of  a  consultation  service  to  give 
assistance  to  employers  and  employees  in  the  solution  of  labor 
problems;  surveys  of  local  employment  conditions  which  fur- 
nish good  examples  of  the  proper  and  effective  application  of 
the  adopted  principles;  investigation  of  unsatisfactory  condi- 
tions in  local  industries  indicating  to  what  degree  these  con- 
ditions are  due  to  specific  violation  of  the  principles  of  labor 
relations. 

Among  the  various  means  which  The  Cleveland  Chamber 
of  Commerce  has  adopted  to  carry  out  these  activities,  may  be 
cited  the  survey  of  the  building  industry'  reported  in  a  pamphlet 
entitled  Docs  the  building  public  of  Cleveland  desire  the  open 
shop'!'  Great  care  was  used  to  insure  that  this  survey  should  be 
adequately  rcjircscntative  of  the  building  public,  and  the  prin- 
ciple relating  to  freedom  of  contract  was  emphasized  as  defining 
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"  the  real  open  shop  in  which  every  worker's  chance  is  as  good 
as  every  other  worker's  chance,  and  from  which  no  worker  is 
shut  out  because  he  holds  a  union  card  and  from  which  no 
worker  is  shut  out  because  he  has  no  union  card." 

The  question — "  Do  you  favor  the  reestablishment  of  the 
open  shop  in  Cleveland  building  industry  "  was  submitted  to 
holders  of  building  permits,  to  Cleveland  firms,  and  to  Cham- 
ber of  Commerce  members.  The  affirmative  replies  were  3749 
and  the  negative  224.  The  value  of  the  building  permits  rep- 
resented by  the  affirmative  replies  was  $6,497,725,  and  those 
represented  by  negative  replies,  $915,640.00. 

The  Cleveland  firms  which  had,  during  the  past  year,  taken 
out  building  permits  or  were  actually  engaged  in  building 
operation,  and  which  replied  affirmatively,  represented  a  capi- 
talization of  $708,989,100.00  as  compared  with  a  capitalization 
of  $45,000.00  for  the  firms  replying  in  the  negative. 

Further  examples  of  what  has  been  done  in  Cleveland  to 
carry  out  these  methods  for  promoting  better  industrial  rela- 
tions are :  A  comprehensive  booklet,  published  by  the  chamber, 
on  Incentive  Plans  in  Cleveland  Industries;  a  survey  of  the 
causes  of  high  building  costs  in  Cleveland;  various  reports  on 
violence  in  labor  disputes;  and  surveys  respecting  unemploy- 
ment and  its  causes. 

Effective  work  has  also  been  accomplished,  at  times,  through 
the  courts,  both  in  prosecution  of  those  guilty  of  violence  in 
labor  disputes  and  of  those  guilty  of  illegal  practices  of  dis- 
crimination, coercion  and  the  like  in  industrial  relations. 

Newspaper  advertising  and  occasional  addresses  on  labor 
relations  furnish  opportunities  of  maintaining  the  public's  con- 
fidence that  the  principles  are  sound  and  that  the  motives  of  the 
chamber  are  in  the  public  interest. 

Unquestionably  the  responsibility  for  leadership  in  promot- 
ing better  industrial  relations  in  a  community,  logically  falls 
upon  the  chamber  of  commerce.  This  is  a  duty  that,  once 
recognized  and  accepted  as  such,  is  nev^er  completely  performed. 
The  work  cannot  be  finished  and  laid  aside.  Endless  patience, 
unprejudiced  judgment,  persistent  determination  and  a  con- 
sistent policy  are  prerequisites  to  success  and  must  be  supported 
by  the  unwavering  recognition  that  the  public  interest  is 
paramount. 
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THE  question,  "  What  are  the  universities  and  technical 
schools  doing  to  train  their  undergraduates  in  indus- 
trial relations?  "  is  very  closely  tied  up  with  the  ques- 
tion, "  What  can  universities  and  technical  schools  do  along 
these  lines?  "  and  a  consideration  of  the  latter  question  is  in  a 
measure  an  answer  to  the  former.  And  both  questions  involve 
a  consideration  of  the  basic  function  of  such  institutions. 

One  of  the  most  important  developments  of  recent  years 
is  the  popular  recognition  of  the  efficiency  of  engineering 
methods.  A  few  years  ago  the  word  "  engineering  "  was  used 
almost  exclusively  to  denote  activities  connected  with  the 
design,  construction  and  operation  of  machinery,  the  construc- 
tion of  highways  and  bridges,  and  similar  undertakings.  To- 
day we  hear  of  "  Industrial  Engineering ",  "  Efficiency 
Engineering  ",  "  Financial  Engineering  ",  "  Human  Engineer- 
ing ",  and  others  of  similar  portent.  At  first  sight  some  of 
these  terms  may  seem  unwarranted  but  they  have  been  coined 
for  lack  of  better  nomenclature.  They  simply  indicate  the 
gradual  passing  of  the  old  empirical  and  speculative  methods 
of  attacking  the  problems  of  industry  and  the  steady  growth  of 
the  more  scientific  methods  that  have  become  identified  with 
the  work  of  the  engineer  and  scientist. 

Not  less  important  is  the  recognition  of  the  existence  of  the 
engineering  type  of  mind  just  as  we  have  long  recognized  the 
legal  type  of  mind.  Natural  talents  diflfer,  one  man  being  well 
.suited  for  the  study  of  law  and  another  for  the  study  of 
engineering  or  some  other  calling.  The  engineering  mind  is 
the  result  of  a  fairly  definite  training  of  an  intellect  fitted  for 
such  work  and  the  same  is  true  of  law  or  medicine.  And  it 
should  be  carefully  noted  that  this  training  is  fairly  well 
defined  in  both  quantitv  and  content.      If  this  were  not  so,  it 
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would  be  possible  to  develop  lawyers  on  some  other  basis  than 
is  now  employed  and  doctors  could  no  doubt  be  trained  without 
studying  medicine.  Any  course  of  technical  study,  therefore, 
that  involves  a  marked  weakening  of  the  fundamentals  of 
engineering  education  cannot  be  expected  to  produce  men  with 
engineering  minds  and  this  should  be  kept  constantly  in  view 
in  discussing  the  possibilities  of  the  engineer  in  any  portion 
of  the  industrial  field. 

Now  the  engineer  has  found  an  ever-increasing  field  of  use- 
fulness in  recent  years.  Viewed  origially  as  a  technical  ad- 
viser of  industry  he  has  been  gradually  drawn  over  into  the 
administrative  field,  from  the  very  necessities  of  the  case.  As 
industry  has  become  more  technical  and  more  complex  it  has 
been  found  imperative  to  employ  technically  trained  men  to 
supervise  industry  of  many  kinds.  And  the  technically  trained 
man  bringing  his  own  peculiar  methods  to  bear  on  problems  of 
administration  has  already  made  an  assured  place  for  him- 
self as  an  executive.  There  can  be  little  doubt  that  the  near 
future  will  see  the  engineer  a  dominant  figure  in  the  admin- 
istrative side  of  industry.  This  must  necessarily  be  so  in  a 
civilization  such  as  ours  which  depends  so  largely  upon  engi- 
neering for  its  existence.  As  a  result  of  these  extended  activi- 
ties, there  has  grown  an  increasing  demand  from  practising 
engineers  and  employers  that  engineering  students  be  given 
some  instruction  in  economics  and  such  allied  studies  as  refer 
to  the  problems  of  management.  And  hence  practically  all 
good  engineering  schools  in  this  country  include  in  their  curri- 
culum more  or  less  instruction  along  these  lines. 

But  this  closer  contact  with  the  administrative  side  of  in- 
dustry has  brought  the  engineer  face  to  face  with  the  greatest 
problem  of  the  ages,  namely,  the  status  of  the  human  factor 
in  industry.  Whether  he  wills  it  or  not,  he  must  face  this 
problem  and  make  an  effort  to  solve  it.  Others  have  tried  with 
little  success  and  it  remains  to  be  seen  whether  the  engineer 
with  his  more  scientific  methods  of  attacking  industrial  prob- 
lems will  succeed  in  solving  this  most  ancient  of  all  industrial 
problems. 

A  recognition  of  this  further  extension  of  the  engineer's 
activities  has  brought  an  insistent  demand  that  the  curriculum 
of  engineering  schools  be  still  further  modified  to  include  in- 
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struction  and  study  in  liuman  relations.  The  demand  is  logical 
and  deserves  very  careful  consideration  on  the  part  of  those 
who  are  responsible  for  technical  education.  As  )et  no  marked 
modification  of  this  kind  has  been  made  except  in  a  few  iso- 
loted  instances. 

While  the  character  of  the  modifications  desirable  in 
engineering  curricula  is  well  defined,  the  degree  to  which  it 
is  permissible  to  carr>'  these  modifications  is  not  so  obvious. 
Every  technical  school  in  the  land  is  beset  by  urgent  requests, 
in  some  cases  amounting  to  a  demand,  that  the  course  of 
instruction  be  modified  to  suit  some  peculiar  industry  or  the 
opinion  of  some  particular  group  of  people.  Financiers  and 
bankers  wish  to  have  their  particular  field  more  fully  repre- 
sented. The  advocates  of  the  many  forms  of  eflficiency 
engineering  insist  upon  their  own  peculiar  modifications  and 
those  interested  in  uplift  work  are  advocating  complete  courses 
in  "  human  engineering  "  to  replace  in  a  large  measure  the 
courses  of  instruction  now  in  use. 

The  tendency  of  the  over-enthusiastic  teacher  is  to  answer 
these  many  and  conflicting  demands  by  organizing  highly 
specialized  courses  of  instruction  that  will  prepare  the  student 
admirably  for  a  definite  and  narrow  portion  of  the  industrial 
field  at  the  expense  of  a  broad  and  solid  foundation  for  his 
life's  work.  As  a  consequence  there  are  now  appearing  in 
answer  to  these  demands  some  narrow  and  highly  specialized 
courses  of  instruction  such  as  are  suggested  in  the  foregoing. 
We  find  elaborate  shop  organizations  for  teaching  the  details 
of  scientific  management,  so-called,  and  several  varieties  of 
special  courses  in  administrative  engineering;  and  some  courses 
have  already  been  established  in  human  engineering,  what- 
ever til  at  may  be. 

Now  without  doubt  there  are  some  places  where  sjjccial 
courses  of  the  kinds  mentioned  are  justifiable  in  the  higher 
technical  schools  just  as  specialized  trade  schools  are  often  jus- 
tifiable in  the  lower  grades  of  educational  activity.  Rut  these 
special  courses  do  not  solve  the  general  problem  and  there 
are  certain  grave  objections  to  these  highly  specialized  courses 
so  strongly  demanded  by  the  industrial  manager.  It  should 
not  be  forgotten  that  the  primary  reason  why  the  engineer  has 
been  found  useful  in  managerial  work  is  his  knowledge  of  the 
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fnndamentals  of  engineering  design  and  construction  and  the 
trained  mind  that  he  brings  to  the  consideration  of  problems 
of  management  and  organization.  That  is,  aside  from  personal 
<jualifications  that  are  inherent  and  cannot  be  acquired,  the 
technical  graduate  is  good  material  from  which  to  make  an 
executive  simply  because  he  is  primarily  an  engineer  by 
training. 

The  character  of  engineering  fundamentals  and  the  amount 
of  time  that  should  be  spent  upon  each  one  is  fairly  well  agreed 
upon  by  educators  and  engineers  who  have  given  this  matter 
careful  thought.  And  the  constant  pressure  that  has  been 
exerted  for  many  years  upon  the  technical  colleges  by  the  ad- 
vocates of  special  training  of  many  kinds  has  resulted  in  redu- 
cing these  fundamentals  to  a  minimum.  This  in  itself  has  been 
a  beneficial  influence  but  it  must  not  be  extended  too  far.  It 
is  not  claimed,  of  course,  that  the  content  of  these  fundamentals 
or  the  methods  of  presenting  them  are  all  that  is  to  be  desired. 
There  is  much  more  work  to  be  done  along  these  lines  than 
some  of  us  may  be  aware  of.  But  at  the  most  these  funda- 
mentals can  only  be  concentrated  and  made  more  presentable; 
they  cannot  be  eliminated  as  some  would  have  us  do  and  still 
prepare  men  who  will  possess  the  engineering  mind.  In 
engineering  colleges  that  require  the  equivalent  of  a  high  school 
training  at  entrance  it  takes  about  three  years  to  teach  the  aver- 
age student  the  fundamentals  of  engineering,  leaving  one  year 
in  which  to  give  him  some  practical  applications  of  these  fun- 
damentals in  some  particular  portion  of  engineering  practice. 
This  year  of  application  is  not  necessarily  the  senior  year,  but 
may  be  spread  out  over  one  or  more  of  the  last  years  of  col- 
lege life.  This  amount  of  academic  time  is  also  available, 
therefore,  for  special  instruction  in  economic  and  humanistic 
studies  for  those  who  wish  to  pursue  an  administrative  career. 

There  is  of  course  the  alternative  so  often  and  so  naturally 
advocated  of  lengthening  the  college  course  to  five  or  even  six 
years  as  has  been  done  to  .some  extent  in  law  and  other  courses. 
A  discussion  of  this  solution  is  beyond  the  limitations  of  this 
article.  This  solution  has  been  tried  in  several  places  but  so 
far  as  the  writer  is  aware  there  is  little  reason  to  believe  that 
such  a  lengthening  of  the  course  will  become  universal  in  the 
near  future,  and  there  is  no  reason  to  belie\-e  that  the  arguments 
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that  resulted  in  lengthening  the  course  in  law  are  fully  ap- 
plicable to  engineering.  This  discussion  will  be  confined  there- 
fore to  standard  four-year  courses  which  normally  send  the 
graduate  into  the  practical  field  at  about  twenty-three  or 
tAvcnty-four  years  of  age.  In  general,  the  writer  believes  that 
this  is  about  as  late  in  life  as  a  young  man  should  begin  actual 
service  in  the  industrial  field. 

The  particular  problem  under  discussion  reduces  itself, 
therefore,  to  the  selection  of  an  educational  content  that  can  be 
incorporated  into  the  ordinary  four-year  course  of  instruction 
that  will  give  all  students  in  the  college  some  instruction  in  the 
fundamental  principles  of  organization  and  management,  some 
instruction  in  basic  economic  theory  and  as  much  instruction 
as  possible  in  subjects  dealing  with  human  relations  in  industry. 
This  content,  so  far  as  industrial  organization  and  economic 
theory  are  concerned,  is  not  difficult  to  find.  Thus  all  engineers 
should  receive  instruction  in  the  elementary  principles  of  in- 
dustrial organization,  cost-finding  etc.,  wage  system,  time  and 
motion  study  and  the  general  economics  of  industry.  If  pos- 
sible, these  subjects  should  be  given  before  the  senior  year  so 
that  in  the  senior  year  the  student  who  so  desires  may  specialize 
as  far  along  the  lines  of  industrial  organization  as  other  stu- 
dents can  in  such  lines  of  study  as  gas-engine  and  steam-engine 
design,  electrical  engineering  etc.  Space  forbids  a  more  de- 
tailed statement  of  such  a  plan  but  actual  experience  has  al- 
ready shown  that  such  a  course  will  give  the  student  a  sound 
engineering  foundation  and  a  good  grasp  on  the  fundamentals 
of  economics  and  industrial  organization  and  management.  It 
will  not  develop  specialists  in  this  or  any  other  line  of  work  nor 
will  it  necessarily  develop  the  peculiar  personal  qualities  so 
often  demanded  by  industrial  managers  who  have  peculiar 
managerial  problems  to  solve. 

The  educational  content  of  a  course  in  human  relations  in 
industry  is  not  so  easy  to  define  despite  the  very  large  amount 
of  literature  that  has  appeared  on  this  subject.  Of  course  a 
considerable  discussion  of  human  relations  in  industry  is  neces- 
sarily involved  in  any  discussion  of  industrial  management. 
But  the  entire  subject  of  human  relations  is  controversial,  to 
say  the  least,  at  present,  and  the  teacher  can  find  little  in  the 
industrial   field   itself  that  will   aid  him   in   drawing  accurate 
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conclusions.  Certainly  the  average  industrial  manager  can 
throw  little  light  upon  the  most  important  matter  if  the  results 
one  sees  in  the  industrial  field  are  any  indication.  Of  course 
there  is  a  considerable  literature  of  the  "  uplift  "  kind  and 
there  have  been  many  experiments  along  the  line  of  welfare 
work,  so-called,  which,  because  of  their  failures  or  successes, 
indicate  that  certain  efforts  may  be  desirable  or  undesirable. 
But  a  sound  philosophy  of  what  human  relations  in  industry 
should  be  has  not  as  yet  been  formulated — at  least  none  that 
goes  beyond  a  general  advocacy  of  the  Golden  Rule.  Perhaps 
all  that  the  teacher  can  do  is  to  call  the  attention  of  the  student 
to  this  field  and  direct  his  thoughts  to  this,  the  greatest  of  all 
problems.  This  in  itself  is  something,  as  it  should  stimulate 
the  thoughts  of  these  future  industrial  managers  to  think  of 
these  matters  at  an  early  age  and  long  before  the  age  at  which 
most  men  begin  to  appreciate  this  problem.  And  most  cer- 
tainly everything  possible  should  be  done  to  keep  the  human 
element  in  industry  before  him  and  thus  offset  as  far  as  possible 
the  somewhat  detached  and  materialistic  attitude  of  mind  that 
is  so  often  found  in  those  who  concentrate  their  attention  on 
pure  and  applied  science. 

It  is  not  asserted  that  a  training  such  as  is  outlined  in  the  fore- 
going is  essential  for  all  industrial  managers.  We  are  dis- 
cussing only  the  training  of  high-grade  technical  men  who-may 
be  expected  to  become  industrial  leaders  in  a  large  way.  There 
can  be  no  doubt  that  many  of  the  proposed  courses  of  training 
that  contain  little  or  no  science  and  engineering  will  be  found 
of  great  value  in  training  certain  types  of  men.  Schools  of 
commerce  have  long  been  successful  in  training  men  for  busi- 
ness with  very  little  science,  pure  or  applied,  in  their  curri- 
culum ;  and  such  courses  modified  by  the  introduction  of  a 
limited  amount  of  pure  and  applied  science  should  be  of  great 
value  to  a  large  number  of  prospective  industrial  workers. 
But  such  courses  do  not  produce  the  engineering  type  of  mind. 
They  are  not  courses  in  engineering  at  all,  but  are  often 
attempts  to  produce  this  type  of  mind  by  using  other  edu- 
cational content  and  at  the  same  time  giving  considerable  at- 
tention to  the  practical  aspects  of  industrial  organization  and 
management.  If  this  can  be  done  then,  as  previously  stated, 
lawyers  can  be  trained  without  studying  much  law.     And  those 
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who  now  so  strongly  advocate  modifications  in  the  engineering 
courses  and  the  substitutions  of  large  amounts  of  instruction 
in  industrial  relations  would  be  the  first  to  discover  that  the 
product  of  such  curricula  was  not  what  they  had  expected. 

And  the  industrial  manager  must  learn  that  he  has  duties 
to  perform  which  up  to  the  present  he  has  shirked  or  per- 
formed but  poorly.  For  after  the  college  has  done  all  it  can 
do  for  the  prospective  industrial  worker  he  still  is  merely  good 
material  from  which  the  industrial  manager  may,  if  he  will, 
mold  an  efficient  and  intelligent  industrial  leader.  The  aver- 
age industrial  manager  expects  to  receive  from  the  college  a 
full-fledged  engineer  or  manager,  while  at  the  same  time  he 
would  not  think  of  permitting  a  newly-graduated  doctor  to 
remove  his  appendi.x.  The  technical  schools  should  and  can 
teach  fundamentals,  but  the  burden  of  adapting  and  specializing 
the  graduate  to  fit  any  particular  industry  should  rest  squarely 
upon  the  shoulders  of  the  industrial  manager  and  of  the  in- 
dustry where  it  rightly  belongs.  It  should  be  said  in  all  fair- 
ness that  many  progressive  industrial  managers  have  already 
recognized  the  truth  of  this  statement  as  is  shown  by  the  special 
provisions  now  made  by  industrial  concerns  to  adapt  the  col- 
lege graduate  to  suit  their  specific  needs.  Closer  cooperation 
is  much  needed  along  these  lines. 

Furthermore,  these  considerations  are  not  the  only  ones 
to  which  the  colleges  must  give  heed.  The  primary  object 
of  the  technical  schools  was  to  send  out  men  who  would  be 
-useful  to  the  industries.  Most  of  the  technical  colleges  have 
not  got  far  beyond  this  strictly  utilitarian  viewpoint  and  the 
demands  of  industry  tend  to  keep  this  viewpoint  constantly  be- 
fore them.  Our  national  ideals,  however,  have  changed  greatly 
since  technical  colleges  were  first  organized.  A  new  industrial 
day  has  dawned  in  which  profits,  as  such,  are  not  the  most 
important  consideration,  and  industry'  is  coming  to  be  looked 
upon  as  a  means  of  supporting  human  existence,  not  as  a  means 
of  corporate  profit.  We  have  become  more  interested  in  men 
than  in  machines. 

Industrial  efficiency  we  must  develop  but  the  fruits  of  this 
efficiency  must  be  for  all  if  we  adhere  to  our  present  national 
ideals  of  denKxrracy.  An  efficiency  that  benefits  the  employer 
and  not  the  employees,  or  an  efficiency  that  builds  up  the  state 
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at  the  expense  of  the  individual,  is  foreign  to  these  ideals.  If 
technical  graduates  are  to  take  an  active  part  in  industrial 
management,  and  it  seems  assured  that  they  will,  the  colleges 
will  be  remiss  in  their  duty  if  they  do  not  include  in  their 
course  of  instruction  such  work  as  will  give  their  students  some 
idea  of  the  modern  views  of  the  distribution  of  the  fruits  of 
industry.  Here  is  an  educational  problem  and  an  educational 
content  to  be  formulated  regarding  which  little  is  said  in  the 
criticism  of  the  technical  graduate,  though  it  is  one  of  the  most 
important  of  educational  problems.  "  Where  there  is  no  vision 
the  people  perish  ",  said  the  prophet  of  old ;  and  this  is  as  true 
today  as  it  was  thousands  of  years  ago.  Efficient  industrial 
managers  we  must  have;  but  if  the  republic  is  to  endure  we 
also  must  have  industrial  managers  whose  vision  will  be  great 
enough  to  look  be3'-ond  the  petty  requirements  often  laid  upon 
the  technical  school  for  the  man  who,  zvhilc  useful  to  his 
industry,  can  also  do  something  to  make  industry  viore  use- 
ful to  all  in  671. 

For  after  all,  ideals  and  not  technical  developments  move  the 
world.  The  recent  remark  of  a  great  industrial  leader  that 
if  he  had  his  way  he  would  put  business  men  at  the  head- 
ships of  our  colleges  and  universities,  shows  a  lamentable  lack 
of  knowledge  of  the  principal  purpose  of  such  institutions. 
Technical  and  commercial  efficiency  we  must  have,  and -the 
problems  of  production  must  be  solved.  But  it  will  avail  us 
nothing  if  we  cannot  also  solve  the  problem  of  human  relations. 
Our  business  men  and  financiers  cannot  lay  claim  to  much  pro- 
gress in  solving  this  last  problem.  Yet  it  is  the  one  great 
problem  and  one  that  requires  not  only  industrial  knowledge  but 
high  idealism  and  a  love  for  humanity.  It  has  been  charged 
that  the  colleges  and  universities  are  too  far  removed  from 
industry  and  the  practical  things  of  life.  This  may  or  may 
not  be  true,  but  it  is  to  be  sincerely  hoped  that  there  will  always 
be  in  this  land  great  institutions  of  learning,  that  are  not 
dominated  solely  by  industry  or  industrial  ideas,  where  great 
teachers  will  have  an  opportunity  to  prepare  men  not  only  for 
the  industrial  world  that  now  exists,  but  will  also  be  free  to 
prepare  them  to  build  a  better  industrial  world  to  come. 
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THE  MANUFACTURERS'  COUNCIL  OF  THE 
BROOKLYN   CHAMBER  OF  COMMERCE 

H.   H.  DOEIILER 

Doehler  Die-Casting  Company,  Brooklyn,  N.  Y. ;  Chairman,  Manuf acturen ' 

Council,  Brooklyn  Chamber  of  Commerce 

THE  Manufacturers'  Council  of  the  Brooklyn  Chamber 
of  Commerce  is  the  manifestation  of  cooperative  spirit 
born  in  war-time.  Before  the  war  the  industries  of 
Brooklyn  had  no  means  of  functioning  as  a  group.  The  first 
attempt  at  a  united  effort  appeared  with  the  first  Liberty  Loan 
campaign.  To  raise  the  sums  of  money  the  Government  re- 
quired from  the  city,  the  entire  community  was  organized  and 
as  a  part  of  this  campaign  an  industrial  group  witii  subdivisions 
of  specific  trades  was  formed.  This  industrial  group  became 
amalgamated  through  the  intense  spirit  of  patriotism  as  well 
as  through  the  high-tension  war-spirit.  Its  efl^ciency  in  team- 
work was  perfected  through  the  various  Liberty  Loan  cam- 
paigns, Red  Cross  and  Salvation  Army  drives. 

Our  business  men  functioning  at  that  time  as  chairmen  and 
committee  members  became  acquainted  with  one  another,  be- 
came impressed  with  the  results  and  possibilities  of  an  organ- 
ized community,  and  recognized  the  opportunity  to  continue 
this  team-work  for  peace  purposes  and  for  constructive  com- 
munity work.  The  first  subdivision  group  to  act  upon  this 
thought  was  the  Brooklyn  Metal  and  Machinery  Group.  We 
formed  the  Brooklyn  Metal  Industries  Exchange.  At  about 
the  same  time  our  new  Brooklyn  Chamber  of  Commerce  was 
founded  as  another  expression  of  the  existing  cooperative  com- 
munity spirit. 

The  splendid  and  perfect  working  of  the  organized  Metal 
(iroup  encouraged  the  thought  of  cooperating  with  other  similar 
trade  groui)s  and  thereby  re-instating  and  peri)etuating  the 
war-time  coordination  of  all  Brooklyn  industries.  Through 
the  Chamber  of  Commerce,  the  logical  institution  for  this  pur- 
pose,  this   thought    was   carried   out   and    developed    into   the 
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Manufacturers'  Council  of  the  Brooklyn  Chamber  of  Commerce. 
It  consists  of  representatives  from  the  following  trade  groups : 
Group    I,   Hardware. 

"         2,   Metals,  Machinery. 
"         3.  Textiles,  Clothing,  Furs  and  Apparel, 
"        4.   Boots  and  Shoes, 
"         5.   Chemicals,  Drugs  etc. 
"        6.   Paper  Products. 
"         7.  Wood  Products. 

"        8.   Instruments  and  Electrical  Appliances. 
"        9.  Foods,  Tobacco  etc. 
"       10.   Confectionery. 
"       II,   Bookbinders  and  Printers. 
"       12.   Glass,  Constructive  Materials  etc. 
"       13.  Ship,  Boatbuilding  and  Repairs. 
"       14.   Vehicles  and  Kindred  Lines. 
"       15.  Rubber,  Leather  Goods  and  Miscellaneous. 
"       16.  Flax,  Hemp  and  Jute. 
"       17.   Public  Utility  Companies. 
Members  of  the  Council  were  appointed  from  these  trade  groups 
by  the  Board  of  Directors  of  the  Chamber,  being  carefully 
chosen  with  respect  to  their  standing  and  ability. 

The  Manufacturers'  Council  acts  in  an  advisory  capacity  to 
the  Board  of  Directors  of  the  Chamber.  All  resolutions- and 
acts  are  subject  to  the  approval  of  the  Directors  of  the  Chamber. 
The  Council  acts  upon  industrial  matters  of  interest  and  brings 
them  to  the  attention  of  the  Chamber  in  form  of  recommenda- 
tions. Some  of  the  ckief  activities  during  the  first  year  of 
its  existence  were : 

I.  An  educational  movement  to  train  factory  executives  such 
as  foremen  and  superintendents  and  others.  Recognizing 
the  foreman  as  the  key-man  to  production  organizations 
and  the  one  man  who  needs  training  the  most  and  who  has 
the  least  opportunities  for  training,  we  created,  with  the 
cooperation  of  the  local  Y.  M.  C.  A.,  a  lecture  course  on 
Industrial  Management.  This  course  consists  of  a  series 
of  lectures  on  industrial  problems.  The  lectures  are  de- 
livered by  industrial  engineers  and  men  qualified  by  ex- 
perience and  reputation.     At  each  meeting  a  prominent 
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local  business  man  presides.  This  feature  formed  a  great 
attraction  to  these  minor  executives.  The  result  was  as- 
tonishing. We  enlisted  over  six  hundred  students.  At 
each  meeting,  expressions  of  enthusiasm  came  forth,  full 
attendance  was  the  usual  order,  and  the  course  was  closed 
with  requests  from  many  to  rejieat  it  the  following  year. 
We  feel  the  community  was  benefited  greatly.  It  offered 
our  minor  factory-  executives  the  ()f)portunity  to  improve 
themselves,  to  widen  their  horizon  and  to  add  to  their 
knowledge. 

2.  A  discussion  on  Mutual  Insurance.  An  able  committee 
made  a  very  thorough  study  of  this  problem,  lengthy  and 
exhaustive  discussions  took  place,  speakers  of  jirominence 
were  invited,  and  a  final  decision  was  reached  that  it  would 
not  be  profitable  nor  advisable  to  undertake  Mutual  In- 
surance for  our  group.  Our  Committee  recommended  the 
use  of  the  established  reliable  Mutual  Insurance  Com- 
panies instead  of  the  creation  of  a  Mutual  Insurance  Com- 
pany of  our  own. 

.^.  A  discussion  on  "  The  Open  Shop  ".  After  due  deliber- 
ation the  Council  declared  itself  for  the  Open  Shop  prin- 
ciple and  by  this  act  established  our  industrial  community 
as  an  open  shop  communit}^ 

4.  The  creation  of  the  Brooklyn  Manufacturers'  Industrial 
Exposition.  Through  the  efTorts  of  our  Council  Brooklyn 
will  stage  on  January  ii  to  January-  21,  1922  in  the  23rd 
Regiment  Armory  an  Exposition  of  Brooklyn-made  prod- 
ucts. A  sum  of  $29,000  was  raised  for  this  purpose. 
Its  success  is  assured  today.  It  will  be,  judging  from 
present  indications,  the  greatest  industrial  event  of 
Brooklyn.  It  will  offer  the  community  an  opportunity 
to  see  the  many  diversified  products  of  Brooklyn,  the 
fourth  largest  industrial  community.  Our  technical  stu- 
dents and  our  workingmen  will  receive  special  facilities 
to  review  this  display  of  Brooklyn  products. 

5.  We  attacked  the  injustice  of  the  high  local  gas  rates  for 
industrial  consumers.  Through  our  efforts,  amendments 
were  accepted  in  the  drafting  of  a  new  law,  petitions  were 
presented  to  the  Public  Service  Commissioner,  and 
through  his  efforts  a  joint  meeting  was  arranged  with  the 
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officials  of  the  local  gas  companies.      It  is  safe  to  predict 
that  the  outcome  of  these  conferences  will  be  lower  gas 
rates  for  our  industria.1  users. 
Numerous  other  subjects  of  minor  consequence  were  under 
discussion  during  the  year.      Prominent  speakers  on  industrial 
relations  and   industrial   democracy    delivered   impressive  ad- 
dresses and  undoubtedly  assisted  to  spread  the  gospel  of  the 
Golden  Rule.     As  Chairman  of  the  Manufacturers'  Council  I 
have  been  invited  and  I  am  acting  as  a  member  of  an  arbitra- 
tion board   for  the  local  shoe  trade.      It  concerns  a  dispute 
between  employers  and  employees  regarding  wage  reductions. 
We  have  acted  on  the  unemployment  situation  and  cooperated 
with  Chambers  of  other  boroughs  and  the   Merchants'  Asso- 
ciation of  New  York. 

To  widen  our  field  of  activity,  to  become  a  more  democratic 
body,  and  to  become  the  truly  representative  body  of  the  eight 
hundred  Brooklyn  Manufacturers  who  are  members  of  the 
Chamber,  we  are  now  undergoing  a  revision  of  our  Articles 
of  Association,  of  which  the  vital  sections  are  as  follows: 

Membership  in  the  Manufacturers'  Council  shall  be  limited:  (1)  to  one 
representative  from  each  firm,  partnership  or  corporation  engaged  in 
manfactiiring  in  Brooklyn,  provided  such  firm,  partnership  or  corporation. 
is  represented  by  at  least  one  member  in  good  standing  in  the  Brooklyn 
Chamber  of  Commerce,  and  (2)  to  individual  members  of  the  Brooklyn 
Chamber  of  Commerce,  in  good  standing,  engaged  in  manufacturing  in 
Brooklyn  and  not  connected  with  such  firms,  partnerships  or  corporations. 

The  aflfairs  of  the  Council  shall  be  managed  by  an  Executive  Committee 
of  twenty-one  members  elect€d  by  the  members  of  the  Council  each  year 
at  the  annual  meeting.  The  members  of  the  Executive  Committee  shall 
elect  a  Chairman  and  Vice-Chairman.  The  Secretary  shall  be  appointed 
by  the  Board  of  Directors  of  the  Brooklyn  Chamber  of  Commerce. 

By  this  newly  organized  and  enlarged  Manufacturers'  Coun- 
cil a  piece  of  machinery  is  constructed  which  stands  ready  to 
operate  at  a  minute's  notice  for  any  industrial  purpose.  It  can 
be  started  in  motion  by  any  one  member  who  has  a  vision,  who 
wishes  to  rectify  a  faulty  condition,  who  has  a  message  to 
deliver,  or  who  needs  the  cooperation  of  his  neighbors  for  the 
good  of  the  community. 

Further  details  cannot  be  stated  here.  Any  community,  in- 
dustrial groups  or  manufacturers  interested  in  our  work  can 
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obtain  specific  information  through  uur  Industrial  Secretary. 
As  victory  in  the  late  war  can  be  attributed  to  team-work 
on  a  huge  scale,  and  as  today's  big  business  is  fundamentally 
nothing  else  but  big  team-work,  so  to  the  same  degree  our 
industrial  future  and  development  will  depend,  financially 
and  socially,  on  the  coordinated  efforts  of  our  business  men. 
Their  vision,  their  courage  and  their  sense  of  duty  and  justice 
will  direct  our  future  industrial  policies  and  will  influence  the 
welfare  of  the  nation. 
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DISCUSSION 

Frank  B.  Gilbreth 

I  wish  to  lay  additional  emphasis  on  what  Dean  Kimball  said. 
He  is  a  little  bit  too  modest,  or  rather,  he  is  in  a  position  where  he 
can't  say  to  this  audience  what  they  would  be  interested  in  hearing, 
but  he  is  the  Dean  of  the  Engineering  School  at  Cornell,  and  is 
also  President-elect  of  the  American  Society  of  Mechanical  Engi- 
neers. He  was  selected  from  some  fourteen  or  fifteen  thousand  of 
the  mechanical  engineers  of  this  country  to  lead  them  this  year  in 
the  great  subject  of  industrial  management,  emphasized  in  our  col- 
leges. 

Dean  Kimball  early  in  the  history  of  modern  industrial  or  scien- 
tific management  wrote  a  book,  which  is  used  as  a  textbook  in  every 
organization  where  there  are  young  men  studying  industrial  manage- 
ment. In  other  words,  the  Dean  is  a  leader  outside  of  colleges,  as 
well  as  inside  of  colleges,  and  I,  as  one  of  the  minor  representatives 
of  the  American  Society  of  Mechanical  Engineers,  desire  to  empha- 
size that  from  the  standpoint  of  professional  engineers,  what  he  told 
you  is  the  gospel  truth. 

H.  C.  Metcalf 

I  value  highly  the  fine  contributions  of  Mr.  Gilbreth  and  Dean 
Kimball  to  the  problems  we  are  discussing.  I  hesitate  somewhat  to 
give  expression  to  certain  thoughts  that  are  running  through  my 
mind.  I  hope,  however,  that  what  I  have  to  say  will  not  be  mis- 
understood. 

As  one  who  has  been  something  of  a  pioneer  in  the  field  of  per- 
sonnel administration,  I  doubt  if  anyone  has  taken  more  hard  knacks 
in  trying  to  help  develop  sound  industrial  relations  during  the  past 
twenty  years  than  I  have. 

I  have  followed  with  constant  interest  the  development  of  the 
vocational  guidance,  the  efficiency,  the  so-called  "  welfare  "  and  the 
scientific  management  movements.  Those  of  you  who  have  been 
careful  students  of  these  various  developments  know  that  labor,  and 
particularly  organized  labor,  has  never  been  over-enthusiastic  about 
them,  and  that  in  the  case  of  scientific  management  labor  has  at 
times  shown  an  organized  hostility  toward  the  movement.  In  the 
light  of  my  experience  with  these  different  movements,  I  feel  a  cer- 
tain anxiety  when  I  contemplate  some  of  the  statements  of  our  good 
friends,   Mr.   Gilbreth  and    Dean   Kimball.      If   I    understand  their 
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meaning,  thc)  feci  that  the  engineer  is  increasingly  going  to  be  the 
professionally  trained  man  in  industry  who  will  most  definitely  he 
responsible  for  thc  administration  of  business.  I  think  we  all  would 
have  to  admit  that  the  problems  of  personnel  are  fundamentally  a 
part  of  the  administration  of  industry  and  inextricably  a  part  of 
production.  A  good  many  engineers  are  now  speaking  of  personnel 
work  as  a  "  human  engineering  "  problem.  My  anxiety  arises  from 
two  considerations.  One,  that  in  the  light  of  past  experiences,  as 
revealed  especially  by  scientific  management,  the  human  aspects  of 
industry  have  not  been  adequately  comprehended  and  cared  for  by 
the  various  groups  of  engineers — those  whose  primary  functions 
have  been  dealing  with  materials  and  the  laws  of  nature.  As  I  see 
it,  the  technically  trained  engineer  who  is  by  native  tastes,  interests 
and  specialiiied  training  liest  cjualified  to  understand  and  direct  the 
material  problems  of  production  is  neitlier  by  nature  nor  by  training 
the  one  best  qualified  to  administer  the  human  relations  in  industry. 
We  have  at  the  very  heart  of  industry  the  technical  engineer 
whose  position  and  importance  cannot  be  over-emphasized  in  the  in- 
dustrial relations  problems  and  who  needs  a  certain  amount  of  train 
ing  in  the  sciences  that  are  fundamental  in  the  training  of  the  per- 
sonnel director.  His  work,  however,  has  to  do  primarily  with 
materials  and  the  laws  of  nature — with  mathematics,  chemistry  and 
physics — and  only  secondarily  with  the  human  factor.  The  per- 
sonnel director,  on  the  other  hand,  should  have  a  special  aptitude 
for  understanding  and  working  with  people  and  his  training  should 
be  fundamentally  built  up  around  a  scientific  method  which  will  best 
be  had  from  biology,  indu.strial  physiology,  psychology  and  statis- 
tics ;  a  social  and  historical  background  which  will  best  be  had  from 
a  study  of  elementary  and  advanced  economics,  history,  political  and 
social  science,  history  of  labor  organizations  and  social  psychology; 
and  a  technical  training  which  will  be  secured  from  a  knowledge  of 
the  organization  and  management  of  production  and  corporate  gen- 
eral industrial  organization.  To  these  groups.  1  believe,  the  time  is 
not  far  distant  when  there  will  be  added  formal  training  in  ethics. 
"  The  greatest  need  of  the  world  today  is  a  keener  sensitiveness  with 
reference  to  the  .sense  of  justice."  This,  I  take  it,  is  fundamentally 
an  ethical  problem.  In  view,  therefore,  of  what  seems  to  me  the 
necessary  native  Inickground  and  scientific  training  for  the  technical 
engineer  and  the  human  social  engineer,  it  is  a  mistake  to  look  for- 
ward to  the  technical  engineer  a-s  the  one  who  is  going  to  be  the 
future  administrator  of  business.  The  future  admini.strator  of  busi- 
ness is  going  to  be  a  professionally  trained  man.  He  will  come 
from  our  graduate  schools  f>f  business  administration  and  not  from 
our  technical  engineering  schooK. 
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In  the  industrial  clashings  a  real  conflict  is  going  on  between  two 
groups  of  scientists :  between  those  who  are  responsible  for  material 
production,  processes  and  technique ;  and  those  who  are  responsible 
for  the  selection,  placing,  transferring  promoting,  rewarding  and 
adjusting  the  human  element  in  industry.  Mathematics,  chemistry, 
physics — the  more  exact  sciences — are  pitted  against  biology,  psy- 
chology, economics,  sociology  and  ethics.  Not  until  the  latter 
group  of  sciences  becomes  more  exact  and  the  two  groups  are  more 
hannoniously  blended,  as  I  see  it,  can  we  hope  to  have  true  efficiency 
and  fundamental  harmony  in  industry.  What  we  are  striving  for 
is  a  new  type  of  scientist.  Science  means  nothing  except  in  so  far 
as  the  different  fields  of  science  function  through  different  types  of 
individuals.  What  we  want  is  a  harmonious  blending  of  the  two 
groups  of  scientists  through  the  understanding  of  a  genuine  human 
interpretation  of  industry. 

Dexter  S.  Kimball 

I  am  afraid  the  last  speaker  missed  my  point  altogether.  I  would 
remind  you  that  I  was  invited  to  tell  you  what  the  technical  schools 
could  do.  I  laid  no  claim  for  the  engineer  as  being  especially  fitted 
for  this  work.  If  you  remember  carefully,  I  expressed  some  anxiety 
on  my  part  as  to  whether  he  could  direct  this  work. 

The  point  I  wish  to  make  is  that  whether  you  will  it  or  not,  the 
engineer  will  be  the  dominating  figure  in  management.  If  he  goes 
out  of  the  university  without  some  sympathy  for  these  things,  I  say 
there  is  no  hope,  unless  he  is  willing  to  recognize  the  type  of  man 
Mt.  Metcalf  speaks  of.  I  made  a  claim  for  the  fact  that  the  engi- 
neer will  be  the  industrial  leader,  and  if  he  has  not  clearly  in  mind 
the  importance  of  this  great  problem  and  the  recognized  fitness  of 
having  the  other  type  of  man  labor  on  this  problem,  you  are  not 
going  to  get  anywhere.  I  made  no  claims  for  the  special  fitness  of 
the  engineer,  because  I  have  some  doubts  myself. 

Frank  B.  Gilbreth 

I  would  like  to  discuss  that  last  question.  I  am  going  to  disagree 
with  my  friend  Metcalf  whom  I  have  known  many  years  and  for 
whose  work  I  have  high  admiration. 

I  think  that  the  engineer  of  the  future  is  a  measurer.  The  real 
engineers  are  going  to  be  thought  of  as  the  men  who  measure,  then 
add  up  their  measurements  in  different  sequences  or  combinations,  and 
then  arrive  at  the  results  of  design  and  of  action.  I  have  been  inti- 
mately connected  with  some  really  very  refined  measurements  in 
human  engineering  recently,  such  as  the  times  and  motions  of  lip- 
reading;  also  data  of  skill  for  obtaining  the  One  Best  Way  to  Do 
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Work,  such  as  measuring  the  lateness  of  the  hands  as  compared  with 
the  eyes  of  individuals  of  varying  intelligence,  dexterity  and  skill  iti 
performing  work.  In  motion  study  sucli  refinements  are  necessary 
for  determining  the  One  Best  Way  to  Do  Work,  and  will  be  recog- 
nized as  a  vital  part  of  the  work  of  the  engineer-educator  of  the 
future. 

That  surely  will  take  care  of  Mr.  Metcalf's  point,  which  is  well 
taken.  It  certainly  will  take  care  of  Mr.  Kimball's  point,  although 
I  don't  agree  with  him  at  all,  that  the  engineer  will  not  be  able  to 
liandle  this.  In  the  past  the  engineer  has  possessed  a  type  of  mind 
suited  to  engineering.  The  engineer  of  the  future  will  be  that  man 
and  many  others  combined,  who  will  seek  the  education  that  will 
enable  him  to  measure,  to  select  the  proper  units  to  measure,  the 
proper  methods  of  measuring,  and  the  use  of  the  proper  devices 
which  will  permit  the  measurement  and  measuring  to  be  accurate 
and  cheap. 

Therefore,  to  meet  Mr.  Metcalf's  views,  we  will  simply  train  the 
men  of  the  type  of  mind  of  which  Mr.  Metcalf  speaks,  as  well  as 
the  othw  kind  of  engineer  of  old,  to  use  the  modern  devices,  units, 
and  methods  of  measuring  to  get  the  results  that  we  want. 

As  I  have  said,  I  have  had  something  to  do  with  measuring  the 
amount  the  hands  are  late  as  compared  with  the  eyes  in  doing  work, 
.such  as  taking  these  things  over  there  and  putting  them  here  on  the 
bench.  The  amount  the  hands  are  late  as  compared  with  the  eyes 
is  an  index  of  skill  and  the  ability  to  learn  mechanical  processes.  If 
the  eyes  are  late  iis  compared  with  the  hands,  it  is  an  index  of  sub- 
normality.  If  that  is  not  the  measurement  of  the  human  being,  if 
that  is  not  the  first  step  in  the  standardization  of  human  relations,  if 
that  is  not  the  end  of  the  scale  in  assuring  that  the  workman  is  pro 
f.-<  ted.  tliin  T  '^hnll  have  to  back  down  from  my  position. 

Harry  A.  Hopf 

Mr.  Chairman,  I  want  to  address  myself  to  just  one  phase  of  the 
work  of  schools,  particularly  technical  schools,  in  dealing  with  un- 
dergraduates. It  is  part  of  my  responsibility  each  winter  to  give 
several  courses  in  management  at  one  of  the  local  universities.  1 
have  felt  for  a  number  of  years  that  one  of  the  very  grave  problems 
which  we  have  to  meet  in  that  work  is  to  teach  the  undergraduates 
how  to  market  successfully  the  information  they  receive  at  the  hands 
f»f  the  instructor. 

In  management,  and  perhaps  in  engineering  and  other  coursesi,  as 
well,  it  frequently  happens  that  as  a  result  of  the  instruction  a  stu- 
dent is  lifted  out  of  a  rut    (mentally  speaking),  and  becomes  dis 
mtisfied  with  his  present  position.     I  have  seen  students  go  out  year 

(77a) 


No.  4]  DISCUSSION  235 

after  year,  for  nearly  seventeen  years,  from  New  York  University ; 
and,  in  the  course  of  that  time,  have  met  many  of  those  students 
who  have  made  a  failure  of  marketing  the  knowledge  which  they 
had  attained  in  the  schools. 

And  so  it  has  come  to  be  almost  a  fundamental  truth  to  me  that 
unless  we  can  teach  the  student,  in  addition  to  the  technical  infor- 
mation we  give  him,  something  about  management  as  a  dynamic 
fbrce  in  business,  and  something  about  approaching  executives  suc- 
cessfully and  winning  their  support,  we  are  largely  failing  in  some 
of  the  chief  results  that  we  should  hope  to  accomplish  in  our  uni- 
versity work.  So  for  my  own  part,  I  have  tried  for  years  to  include 
in  my  courses  in  management  at  least  a  lecture  or  two  on  the  prin- 
ciples of  salesmanship,  and  many  a  student  has  come  to  me  and  said 
that  those  lectures  had  helped  him  a  great  deal. 

I  speak  with  conviction  on  the  subject,  because  I  am  not  only  a 
member  of  the  faculty  of  the  School  of  Commerce,  but  also  a  grad- 
uate. I'he  thing  that  puzzled  me  most  in  my  early  experience  and 
caused  me  some  of  the  worst  tribulations  and  trials  of  my  career, 
was  the  inability  to  market  the  information  I  had  absorl^ed  at  school. 

So  I  do  wish  to  say  on  behalf  of  undergraduates,  give  them  some- 
thing other  than  technical  knowledge,  let  them  know  what  manage- 
ment means  from  the  dynamic  standpoint,  teach  them  how  to  sell 
effectively  and  impress  them  with  the  value  of  personal  relationships. 
When  you  do  that  you  will  be  doing  something  very  practical,  for 
which  those  who  are  the  beneficiaries  will  be  grateful  to  you  in  after 
years. 

FRED    G.    LANGE 
Pormerl7  Director  of  Safety,  the  Industrial  Commission  of  Ohio 

We  have  had  quite  a  discussion  this,  afternoon  as  to  whether  or 
not  the  engineer  is  going  to  dominate  industry  or  whether  a  new 
force  is  going  to  come  into  industry,  or  whether  or  not  the  engineer- 
ing colleges  can  teach  something  about  the  human  side  of  industry  in 
the  four  years  that  they  usually  allot  to  the  teaching  of  engineering. 
The  very  fact  that  those  years  are  not  adequate  to  train  engineers 
properly  is  evidenced  by  the  fact  that  the  engineers  who  are  at  the 
head  of  industry  today  are  so  mismanaging  it,  that  safety  engineers, 
efficiency  engineers,  and  all  these  different  types  have  come  in.  Had 
engineers  been  properly  trained,  whether  it  took  five  or  six  years, 
that  movement  might  not  have  been  necessary. 

It  was  recently  my  pleasure  as  Director  of  Safety  for  the  Indus- 
trial Commission  of  Ohio  to  address  the  students  in  the  engineering 
colleges  of  our  state  on  the  relation  of  the  engineer  to  accident  pre- 
vention.    In  our  state  we  have  a  thou.sand  people  killed  in  our  in- 
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tlustricb  ever)  year,  largely  as  a  result  of  poor  engineering,  thought- 
less engineering.  And  if  the  engineers  had  been  given  the  proper 
perspective  of  the  human  side  of  industry  in  their  college  days,  they 
would  noi  have  designed  machines  without  guards  for  gears  and 
belts ;  they  would  not  have  designed  these  things  which  maim  and 
kill  thousands  and  tens  of  thousands  every  year  in  this  country. 
There  is  a  total  of  22,000  lives  lost  each  year  in  the  industries  of 
this  country — just  think  of  it! 

Are  we  going  to  he  content  to  send  our  engineers  out  with  such 
inadeciuate  training?  Are  we  going  to  send  them  out  without  some 
knowledge  of  the  strains  and  stresses  to  which  they  can  subject 
animate  men  and  women  as  well  as  inanimate  materials,  bricks, 
steel  and  stone?  Isn't  it  only  fair  that  they  should  be  given  that 
viewpoint? 

It  may  not  be  necessary  to  give  the  engineer — the  mechanical  engi- 
neer— an  extended  knowledge  of  industrial  relations,  but  lie  must 
get  the  viewpoint  of  industrial  relations. 

There  is  a  distinct  new  profession  growing  up — the  profession  of 
the  personnel  administrator  —  the  man  who  studies  the  humanistic 
sciences,  who  is  familiar  with  the  experiments,  not  only  in  this  coun- 
try, but  all  over  the  world,  looking  toward  better  adjustment  in  in- 
dustry. That  is  a  distinct  new  profession,  requiring  services  perhaps 
higher  in  type  and  ability  than  those  of  the  men  at  the  head  of  our 
industries  today,  because  those  men  must  know  the  problems  of  both 
management  and  men. 

That  distinct  new  profession  is  growing  in  this  country,  it  is 
rising  side  by  side  with  that  of  the  engineers — the  regular  engineers — 
I  will  use  that  term.  Now  then,  they  will  profit  by  the  engineers' 
viewpoint,  just  as  the  engineer  will  profit  by  the  humanistic  view- 
point. And  it  is  hand  and  hand  together,  marching  on  the  path  of 
progress,  that  we  are  going  to  find  the  solution  of  our  dirticulties — 
not  in  conflict. 

Henry  Harap 
Uradiiuto  Stu<l»'nt,  Tcnchera  LVillege,  Columbi.a  Univcraity 

Mr.  Hrown  indicated  the  responsibility  of  the  whole  community 
in  maintaining  proper  industrial  relations.  The  knowledge,  habits, 
attitudes  and  ideals  necessary  to  meet  this  responsibility  may  be 
acquired  in  diverse  way.s.  But  the  school  is  the  special  agency  which 
should  devote  itself  to  the  task  of  training  the  public  in  industrial 
harmony. 

Instinctive  conduct  writ  large  dominates  economic  life.  Economic 
life  is  charartcrizcd  i)y  the  tendencies  to  acquire,  to  collect  and 
hoard,  to  compete,  and  to  master.     These  tendencies  are  woven  into 
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the  accepted  forms  of  economic  organization.  Indeed,  the  morality 
of  the  market-place  is  justified  on  the  ground  that  it  is  a  thing 
apart  from  the  morality  of  private  life.  This  spurious  morality  has 
its  origin  in  the  primitive  tendencies  associated  with  food-getting 
and  shelter,  from  which  it  has  only  begun  to  develop  in  the  direc- 
tion of  social  ethics.  In  its  modern  form  economic  life  is  a  social 
enterprise  and  demands  a  morality  based  upon  the  social  instincts 
ajid  principles.  A  genuine  social  conduct  of  business  must  result 
from  the  acceptance  of  new  ethical  principles  and  their  crystalliza- 
tion in  public  opinion  and  control. 

The  school  should  cultivate  the  attitude  of  industrial  harmony 
and  cooperation.  The  school  has  long  engaged  in  training  for  living 
in  right  relationships  with  people.  Such  training  must  be  extended 
to  meet  the  particular  demands  of  the  business  world  with  which 
every  child  is  to  have  some  contact.  It  is  for  educators  to  decide 
whether  they  wish  to  prepare  against  destructive  competition  be- 
tween employer  and  worker,  between  producer  and  consiuner,  be- 
tween merchant  and  merchant,  between  manufacturer  and  manufac- 
turer, etc.  Many  scrupulous  men  of  business  are  forced  into  doubt- 
ful practices  by  the  force  of  competition.  Modern  business  is  so 
distracted  from  its  primary  function  that  it  regards  competition  as 
the  chief  impelling  force  of  improvement  and  economy.  How 
utterly  false  this  is! 

The  school  should  train  the  body  of  future  workers  and  em- 
ployers so  as  to  enable  them  to  reduce  industrial  disputes  and  to 
settle  peacefully  what  disputes  are  concerned  with  wages,  hours  of 
labor,  and  working  conditions.  The  higher  educational  institutions 
should  devote  themselves  constantly  to  the  determination  of  proper 
standards  of  wages,  hours  and  conditions.  These  standards  should 
be  thoroughly  instilled  in  the  minds  of  all  who  attend  the  public 
schools.  These  standards  would  be  widely  accepted  and  consequently 
would  reduce  industrial  disputes. 

The  school  should  cultivate  an  attitude  of  group  responsibility 
for  the  minimal  essentials  of  life  through  employment  for  every  one 
who  wants  to  perform  an  economic  service.  Our  present  arrange- 
ments for  the  employment  of  men  result  in  periodic  want  for  a 
great  number  of  families.  Thousands  of  men  who  want  to  work 
are  obliged  to  go  idle  and 'leave  their  dependents  in  want.  Public 
conscience  does  not  recognize  that  whatever  the  exigencies  of  the 
market  or  the  fortunes  of  the  employer,  the  one  supreme  factor  in 
this  world  is  human  life.  The  members  of  our  cooperative  society 
for  which  the  school  will  lay  the  foundation  will  not  permit  any  of 
its  members  to  suffer  from  dire  want.  In  our  present  sy.stem  this 
guarantee  of   continuous   employment   is   dependent   upon   arrange- 
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menls  which  employers  or  the  government  only  can  make.  What- 
ever the  industrial  system  may  be,  it  must  recognize  that  life  is  de- 
pendent upon  employment  and  that  life  is  the  supreme  factor.  The 
same  condition  of  group  responsibility  for  unemploj-ment  should  be 
accepted  for  accident  and  old  age.  We  are  dealing  here  with  the 
development  of  attitudes  which  every  socially-minded  person  will 
accept.  We  are  not  dealing  with  any  particular  form  of  social  or 
political  organization. 

Dean  Kimball  and  Mr.  Metcalf  have  discussed  the  problem  of 
training  the  future  business  administrator,  industrial  engineer,  and 
personnel  director.  May  I  indicate  a  danger  in  their  proposal? 
Both  Dean  Kimball  and  Mr.  Metcalf  have  become  habituated  to 
thinking  of  the  curriculum  in  terms  of  mathematics,  physics,  chem- 
istry, economics,  sociology  and  biology.  Dean  Kimball  sj^eaks  of 
the  "  engineering  type  of  mind  "  as  if  it  were  a  distinct  faculty 
which  results  from  a  study  of  the  engineering  subjects.  As  a  matter 
of  fact,  the  "  engineering  type  of  mind  "  is  nothing  more  than  a 
series  of  specific  skills,  habits  and  attitudes — good  or  bad,  useful  or 
useles.s,  practical  or  theoretical,  depending  upon  the  quality  of  the 
content  and  instruction. 

If  the  industrial  engineer  i.s  to  be  of  any  service  to  society  he 
must  acquire  special  abilities  and  attitudes,  not  calculus,  sociology  or 
physics.  The  first  task  of  the  school  for  industrial  engineers  is  to 
ascertain  scientifically  the  specific  needs  of  industrial  engineering. 
The  curriculum,  then,  consists  not  of  subjects  but  of  objectives  of 
training  for  industrial  engineering.  The  second  task  is  the  scientific 
.selection  of  the  content  of  the  curriculum  based  upon  these  objec- 
tives. The  third  task  is  the  scientific  arrangement  of  the  content 
for  most  effective  learning.  The  final  task  is  the  scientific  organiza- 
tion of  the  school  factors  for  effective  teaching. 

In  fact,  it  appears  that  the  industrial  engineers  will  have  to  co- 
operate with  educational  "  engineers  "  in  their  problem  of  tra  ning 
men  whose  duty  it  will  be  to  maintain  harmonious  industrial  relations. 

Joseph  Mayer 
Engineer  and  Economist 

The  thought  that  I  would  like  to  convey  grows  out  of  the  two 
viewpoints  that  have  been  e.xpressed  with  regard  to  industrial  rela- 
tions, the  engineering  and  the  economic 

Pro{>ably  an  illustration  will  serve  best  to  introduce  the  few  re 
marks  that  I  have  to  make.     You  have  all  heard  the  old  story,    I 
th:nk,  of  the  blind  men  who  made  a  visit  to  the  zoo  to  study  the 
elephants.     One  of   the  men  happened   to  catch  hold   of   the  ele- 
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phant's  trunk ;  another  rubbed  his  hand  up  and  down  his  leg ;  a 
third  one  came  in  contact  with  the  elephant's  ear ;  a  fourth  one  with 
his  body,  and  the  fifth  got  hold  of  his  tail.  The  result  was  that 
when  they  began  to  discuss  the  elephant,  each  had  a  different  concep- 
tion. One  said  he  was  very  much  like  a  snake ;  another,  like  a  tree ; 
the  third  said  he  must  be  very  much  like  a  fan ;  the  fourth  said  that 
he  was  reminded  of  a  wall ;  and  the  fifth,  that  the  elephant  must 
resemble  a  rope. 

This  problem  of  industrial  relations  is  a  new  one.  It  is  old  as 
the  hills  in  one  sense,  but  from  the  standpoint  of  our  knowledge  of 
it,  it  is  relatively  new.  I  think  that  the  various  viewpoints  ex- 
pressed here  ought  to  bring  us  to  a  better  realization  that  there  are 
various  sides  to  the  problem.  There  is  undoubtedly  an  engineering 
side,  and  it  has  been  well  expressed. 

Pardon  a  personal  reference.  I  started  out  as  an  engineer  and 
became  a  member  of  the  A.  S.  M.  E.  I  have  also  a  degree  in  eco- 
nomics, which  I  decided  to  take  up  later.  And  probably  you  will 
smile  when  I  say  this:  I  felt  after  studying  both  and  having  had 
considerable  experience  in  industrial  work  that  I  should  like  to  take 
up  law.  I  will  tell  you  the  significance  of  that  in  a  moment.  In 
industrial  relations  the  human  engineering  and  the  human  relations 
side  of  industry — whatever  you  want  to  call  it — is  something  which 
will  undoubtedly  hold  our  attention  in  the  next  ten  years  more  than 
it  ever  has. 

As  I  see  it  now,  there  is,  in  addition  to  an  ethical  and  economic 
aspect  of  the  whole  problem,  and  an  engineering  side,  a  distinctly 
legal  side.  You  have  on  the  one  hand  organized  labor,  with  its 
legitimate  desires  to  further  the  weal  of  the  laboring  man,  help 
make  his  conditions  better,  and  so  forth.  On  the  other  side  there 
axe  employers  or  groups  of  employers  who  have  other  aims  at  heart, 
although  we  are  told  time  and  again  that  the  aims  are  the  same  on 
both  sides. 

Doubtless,  cooperation  is  a  keynote  of  the  best  relations  in  in- 
dustry, but  in  the  strike  of  the  milk  drivers  we  have  a  good  illustra- 
tion of  the  real  practical  problems  that  we  face,  between  labor  on 
one  side  and  capital  or  the  employers  on  the  other.  There  are  agree- 
ments which  when  they  are  made,  probably  one  side  or  another 
looks  upon  as  a  mere  makeshift,  feeling  they  will  be  broken  anyhow. 

We  should  realize  that  if  we  are  going  to  look  at  the  problem  of 
industrial  relations  from  all  angles,  we  should  appreciate  the  need 
of  the  legal  type  of  mind  as  well  as  other  types.  The  man  who  will 
took  at  the  problem  from  the  standpoint  of  justice  and  right  must 
be  trained  to  look  at  things  from  that  angle  and  to  look  beyond 
the  emotions  of  both  sides.     He  is  the  man  who  can  arbitrate  and 
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conciliate,  because  if  there  is  one  thing  more  than  another  that  the 
future  must  hold  forth  in  this  organized  warfare,  it  is  the  idea  of 
nrbitration  and  conciliation  between  the  two  big  groups  —  these 
^'roups  which  are  in  one  way  or  another  warring  against  each  other. 

When  the  time  comes  that  we  can  set  up  either  voluntary  or 
official  boards  to  take  over  these  matters  of  dispute  and  settle  them, 
we  will  go  a  long  way  toward  establishing  the  industrial  peace  that 
we  talk  about.  A;j;recments  mu.st  be  kept.  When  an  agreement  is 
broken,  the  resulting  rancor  is  difficult  to  remove. 

When  the  time  comes  that  these  agreements  will  be  made  in  good 
faith  and  kept  in  good  faith,  and  when,  if  any  further  questions 
arise,  they  can  I)e  arl)itratcd,  and  when  decisions  of  the  arbitrators 
v.ill  be  felt  by  everyone,  including  the  public,  to  be  just  and  fair, 
then  we  shall  have  taken  another  big  step  in  the  direction  of  per- 
manent industrial  peace. 
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INDUSTRIAL  RELATIONS:  A  SELECTED 
BIBLIOGRAPHY 

H.  FELDMAN 
Member  of  Staff,  Bureau  of  Personnel  Administration 

THE  publication  by  the  Federal  Board  for  Vocational 
Education,  in  June,  1920,  of  a  bibliography  of  employ- 
ment management  comprising  1 1 7  pages,  indicates 
what  a  large  number  of  books,  reports  and  articles  have  been 
written  as  a  result  of  the  widespread  interest  in  industrial  rela- 
tions. The  limited  space  available  for  the  present  bibliography 
has,  therefore,  made  necessary  the  omission  of  much  excellent 
material.  Only  those  publications  which  are  germane  to  the 
general  subject  discussed  at  the  Annual  Meeting  of  the 
Academy  have  been  included,  with  a  view  to  supplying  the 
student  with  a  helpful  guide  to  supplementary  reading. 

The  wide  scope  of  many  of  the  books  and  reports  has  made 
detailed  classification  impossible  without  excessive  repetition. 
In  Section  I  will  be  found  those  studies  which  are  of  more 
general  application  to  the  whole  field  of  industrial  relations. 
Section  II  contains  material  more  specifically  applicable  to  the 
movement  for  employee  representation.  Section  III  contains 
some  of  the  more  important  references  to  the  concrete  problems 
of  industrial  management,  such  as  personnel  work,  the  regulari- 
zation  of  employment  and  financial  incentives.  Section  IV 
deals  with  some  of  the  efforts  of  the  Government  to  improve  its 
own  administration  of  personnel,  while  Section  V  enumerates 
governmental  activities  to  promote  improved  industrial  rela- 
tions generally.  References  to  other  sources  of  information 
concerning  available  material  are  scattered  throughout  the  list. 
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I.  THE  HUMAN  FACTOR  IN  INDUSTRIAL  RELATIONS 

A.    AS  PRESENTED  BY  EMPLOYERS,  INDUSTRIAL 
ADMINISTRATORS  AND  ENGINEERS 

Bassett,  William  R.  When  the  Workmen  Help  You  Manage.  New 
York:  Century  Company.     1919.     266  p. 

The  experience  of  a  consulting  engineer  with  employee  representation 
in  various  plants. 

Cadbury,  Edward.  Experiments  in  Industrial  Organization.  Lon- 
don (New  York)  :  Longmans,  Green  and  Company,  1912. 
296  p. 

The  story  of  the  pioneer  industrial  service  work  of  the  famous  Cadbury 
cocoa  factory  at  Bourneville,  England. 

Federated  American  Engineering  Societies.     Committee  on  Elimina- 
tion of  Waste  in  Industry.     Report :  Waste  in  Industry.     New 
York:  McGraw-Hill  Book  Company.     1921.     409  p. 
This  study  includes  analyses  of  the  waste  caused  by  failure  to  work 

out  satisfactory  relationships  between  employers  and  workers,  and  makes 

recommendations  for  improved  policies. 

A   comprehensive   review   of   this   book   is   contained    in   the   Monthly 

Labor  Review,  United   States  Department  of   Labor,   September,    1921, 

pp.  7-17. 

Feiss,  Richard  A.     "  Personal  Relationship  as  a  Basis  of  Scientific 
Management."     In  Annals,  American  Academy  of  Political  and 
Social  Science,  Philadelphia,  May,  1916.    pp.  27-56. 
The  views  of  the  manager  of  the  Clothcraft  Shops  of  the  Joseph  & 
Feiss  Company,  Cleveland,  Ohio. 

Gantt,  H.  L.  Organizing  for  Work.  New  York:  Harcourt,  Brace 
and  Howe.     1919.     113  p. 

An  industrial  engineer's  statement  of  the  responsibilities  of  manage- 
ment in  securing  cooperation. 

Lcverhulme,  Lord  (W.  H.  Lever).  The  Six-Hour  Shift  and  Indus- 
trial Efficiency.  New  York:  H.  Holt  and  Company.  1920. 
265  p. 

An  abridged  and  rearranged  edition  of  the  author's  Six-Uour  Day  ami 
Other  Industrial  Questions,  with  an  introduction  by  Henry  R.  Seager. 

Lcwisohn,  Sam  A.  Recent  Tendencies  in  Bringing  About  Improved 
Relations  between  Employer  and  Employee  in  Industry.  Re- 
printed from  the  Economic  World,  March  5.  1921,  by  the 
author.     61   Broadway,  New  York.      14  p. 

A  statement  of  labor's  aspirations  and  the  means  by   which  they  are 
being  met  by  enlightened  employers. 
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Rockefeller,  John  D.  Jr.  "  An  Industrial  Creed."  In  The  Foru7n, 
February,  1919,  pp.  186-188. 

Rowntree,  B.  Seebohm.     The  Human  Factor  in  Business.     London 
and  New  York:  Longmans,  Green  and  Company.     1921.    173  p. 
How  the  problems   of  a  large  English  cocoa  factory,   of  which  the 
author  is  the  head,  have  been  met  in  accordance  with  social  ideals. 

Valentine,  R.  G.  "The  Human  Element  in  Production."  In  Amer- 
ican J  our  nal  of  Sociology  (January,  1917),  vol.  XXII,  pp.  477- 
488. 

Williams,  Whiting.  What's  on  the  Worker's  Mind;  by  One  who 
Put  On  Overalls  to  Find  Out.  New  York:  Charles  Scribner's 
Sons.     1920.     329  p. 

The  experiences  and  observations  of  an  industrial  executive  who  spent 
several  months  incognito  as  a  common  laborer. 

B.   AS  PRESENTED  BY  ECONOMISTS  AND  PUBLICISTS 

Alden,  Percy  and  Others.  Labour  and  Industry:  A  Series  of  Lec- 
tures. Manchester,  The  University  Press;  Longmans,  Green 
and  Company.     1920.     294  p. 

Baker,  Ray  Stannard.  The  New  Industrial  Unrest:  Reasons  and 
Remedies.  Garden  City,  N.  Y, :  Doubleday,  Page  and  Com- 
pany.    1920.     230  p. 

A  discussion  of  various  efforts  to  solve  the  labor  problem,  with  em- 
phasis on  employee  representation. 

Commons,  John  R.  Industrial  Goodtmll.  New  York:  McGraw- 
Hill  Book  Company.     1919.     213  p. 

An  analysis  of  the  elements  of  industrial  peace  and  efficiency  by  one 
of  America's  foremost  students  of  industrial  questions. 

Frank,  Glenn.     The  Politics  of  Industry:  A  Foot-note  to  the  Social 
Unrest.     New  York:  Century  Company.     1919.     214  p. 
Methods  of  administering  industry,  with  special  reference  to  Whitley 
Councils. 

The  Garton  Foundation,  London.     Memorandum  on  the  Industrial 
Situation  After  the  War.     Revised  and  enlarged  edition.     Jan., 
1919.     London:  Harrison  and  Sons.     175  p. 
An  influential  contribution  to  the  spirit  of  cooperation  in  the  British 

labor  movement.    The  6rst  edition,  in  IDllj,  paved  the  way  for  the  introduction 

of  Whitley  Councils. 

Hobson,  J.  A.  Work  and  Wealth:  A  Human  Valuation.  New 
York:  Macmillan  Company.     1916.     367  p. 

An  interpretation  of  production  and  industry  in  terms  of  human  values. 
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King,  W.  L.  Mackenzie.     Industry  and  Humanity ;  a  Study  in  the 
Principles     Underlying    Reconstruction.       Boston:    Houghton, 
Mifflin  Company.      1918.     567  p. 
An  analysis  of  industrial  relations  by  the   former  Minister  of  Liibor 

of  Canada,   with   whose   name  the  employee  representation   plan   of  the 

Colorado  Ftel  &  Iron  Company  is  generally  associated. 

Marot,  Helen.  Creative  Impulse  in  Industry;  a  Proposition  for 
Educators.  New  York:  E.  P.  Dutton  and  Company.  1918. 
146  p. 

Redfield,  William  C.     The  New  Industrial  Day ;  a  Book  for  Men 
who  Employ  Men.     New  York:  Century  Company.     1912. 
An  appeal  for  enlightened  leadership,  by  a  former  Secretary  of  Com- 
merce of  the  United  States. 

Tarbell,  Ida  M.  New  Ideals  in  Business;  an  Account  of  Their 
Practice  and  Their  Effects  upon  Men  and  Profits.  New  York : 
Macmillan  Company.     1916.     339  p. 

Tead,  Ordway,  and  Metcalf,  Henry  C.  Personnel  Administration  ; 
Its  Principles  and  Practice.  New  York:  McGraw-Hill  Book 
Company.      1920.     538  p. 

A  comprehensive  treatment  of  the  principles  and  practice  to  be  ob- 
served in  administering  industrial  relations. 

Tead,  Ordway.  Instincts  in  Industry;  a  Study  of  Working  Class 
Psychology.  Boston  and  New  York:  Houghton  Mifflin  Com- 
pany.     1918.     221  p. 

Webb,  Sidney.  The  Works  Manager  To-day.  New  York :  Long- 
mans, Green  and  Company.     1917.     162  p. 

An    address   on    fundamental    labor    relations    problems    prepared    for 
a  series  of  private  gatherings  of  work  managers. 

C.   AS  PRESENTED  BY  OFFICIAL  COMMISSIONS  AND 
CIVIC  ORGANIZATIONS 

Canada,  Department  of  Labour.  Report  of  a  Conference  on  Indus- 
trial Relations  Held  at  Otta^ca,  Februccry  21-22,  ig2i.  Bulletin 
No.  2.  Industrial  Relations  Series.  Ottawa:  Department  of 
Labour.      1921.     61  p. 

Merchants  Association  of  New  York.     Committee  on  Industrial  Re- 
lations.    Second  Report.     New  York :  1921,     8  p. 
The  need   for  the  elimination  of  the  evil  of  unemployment  and  the 
•doption  of  employee  representation. 
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United  States.  Commission  on  Industrial  Relations.  Final  Report, 
including  the  Report  of  Basil  M.  Manly,  Director  of  Research 
and  Investigation  and  the  Individual  Reports  and  Statements  of 
the  Several  Cornmissioners.  Reprinted  from  Senate  Doc.  No, 
415,  64th  Congress.  Washington:  Government  Printing  Office. 
1916.     269  p. 

United  States.  Report  of  Industrial  Conference  Called  by  the  Presi- 
dent. Washington:  Privately  printed.  March  6,  1920.  51  p. 
Printed  in  full  in  Appendix  to  Eighth  Annual  Report  of  the  Secretargi 

of  Labor.  Cf.  infra,  p.  255. 

Eeviewed   in  the  Monthly  Labor  Review,  United  States  Department 

of  Labor.     April,  1920,  pp.  33-40. 

D.  AS  PRESENTED  BY  LABOR  AND  ITS  INTERPRETERS 

American  Federation  of  Labor.  "  Reconstruction  Program."  In 
Monthly  Labor  Review,  United  States  Department  of  Labor, 
March,  1919,  pp.  63-72. 

British  Labour  Party.  Subcommittee  on  Reconstruction.  Report  on 
Reconstruction.  In  Monthly  Labor  Review,  United  States  De- 
partment of  Labor,  April,  1918,  pp.  63-83. 

Budish,  J.   M.,   and   Soule,   George.      The  New   Unionism.      New 
York:  Ilarcourt,  Brace  and  Howe.     1920.     302  p. 
An  account  of  the  aspirations  and  practice  of  unionism  in  the  clothing 
trades. 

Cole,  G.  D.  H.  Self-Government  in  Industry.  London:  G.  Bell  & 
Sons,  Ltd.     1917.     329  p. 

The  views  held  in  1917  by  an  English  exponent  of  industrial  demo* 
cracy  through  National  Guilds. 

Hoxie,  Robert  F.  Scientific  Management  and  Labor.  New  York; 
D.  Appleton  and  Company.     1916.     302  p. 

An  analysis  of  the  conflict  between  the  progress  of  scientific  manage- 
ment and  unionism. 

Kellogg,  Paul  U.,  and  Gleason,  Arthur.  British  Labor  and  the  War. 
Reconstructors  for  a  New  World.  New  York:  Boni  and  Live- 
right.     1919.     504  p.    ' 

The  course  of  British  labor  in  all  its   developments  throughout  the 
•war  period. 

Parker,  Carlton  H.     The  Casual  Laborer  and  Other  Essays.     New 
York:  Harcourt,  Brace  and  Howe.     1920.      199  p. 
An  interpretation  of  radical  tendencies  in  the  labor  movement. 
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IL  PROGRESS  AND  PROBLEMS  OF  EMPLOYEE  REPRE- 
SENTATION  IN  INDUSTRY 

A.    GENERAL  REFERENCES 

Annals  ot   the  American  Academy  of  Political  and  Social  Science. 

Industrial  Stability,  no.    179.      Philadelphia:   published  by   the 

Academy.     July,  1920. 

Part  I.  The  Trend  Toward  Industrial  Democracy.  Part  II.  Labor 
Representation  in  Industrial  Management.  Part  III.  Collective  Bar- 
gaining.    Part  IV.  Securing  Production.     Part  V.  Industrial  Stability. 

Commons,    John    R.,    and    others.      Industrial    Government.      New 
York:  The  Macmillan  Company.     1921.    425  p. 
.\.  recent  study  of  the  practical  experience  of  employee  repreaentatioo 
in  eighteen  plants. 

Canada,  Department  of  Labour.  Joint  Councils  in  Industry.  (  Bul- 
letin No.  1,  Industrial  Relations  Series,  issued  as  a  Supplement 
to  the  Labour  Gazette,  February,  1921.)  Ottawa:  published  by 
the  Department.     1921.     24  p. 

Stoddard,  William  L.  The  Shop  Cojnmittee:  a  Handbook  for  Em- 
ployer and  Employee.  New  York:  Macmillan  Company.  1919. 
105  p. 

The  technique  of  organizing  and  maintaining  joint  relations  throngh. 
H  shop  committee,  by  a  former  administrator  of  the  War  Labor  Board. 

Vk'olfe,   A.    B.      Works   Committees  and  Joint   Industrial   Councils. 

Philadelphia:  United  States  Shipping  Board,  Emergency  Fleet 

Corporation,  Industrial  Relations  Division.     1919.     254  p. 

The  movement  for  joint  representation  in  industry  and  its  progress 

in  this  country  and  in  England  up  to  April  15,  1019.     Includes  a  study 

of  tho    practical    problem    involved,    and   the   plana   adopted   by   various 

firms. 

B.    SHOP  COMMITTEES  AND  WORKS  COUNCILS 

Bureau  of  Industrial  Research.     .American  Company  Shop  Commit- 
tee Plans ;  a  digest  oj  tiventy  plans  for  employees'  representa- 
tion  through   joint   committees   introduced   by   American    com 
panics.    New  York:  published  by  the  Bureau.     1919.    38  p. 

Campbell,  Agnes  H.  Constitutionalism  in  Industry.  Boston:  Social 
Service  Department,  Congregational  Education  Society.  June, 
1921.     48  p. 

A  recent  iinniriiary  and  analysis  of  the  plans  for  employee  representa- 
tion of  the  Pilgrim  Laundry;  JumeR  McCrccry  and  ('ompany;  William 
FiJcncV   Son*  ('■«>mpiiny;    The   Proctor   and   fkiniblo  Company;    Coloradi> 
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Fuel  &  Iron  Company;  General  Electric  Company;  International  Har- 
vester Company;  Dennison  Manufacturing  Company;  Philadelphia  Rapid 
Transit  Company;  Dutchess  Bleachery;  Hart,  Sohaffner  &  Marx;  and 
the  Bethlehem  Shipbuilding  Company. 

Carpenter,  O.  F.     "  Two  Years  of  Industrial  Legislation  in  a  Large 
Clothing  Factory."     In  Monthly  Labor  Review,  United  States 
Department  of  Labor,  August,  1920,  pp.  22-23. 
An  independent  survey  of  the  Leitch  plan  in  Practice. 

Filene,  E.  A.    "Why  the  Employees  Run  Our  Business."     In  System, 
Dec.  1918,  pp.  805-810,  Jan.  1919,  pp.  78-86,  Feb.  1919,  pp. 
222-226. 

Grace,  Eugene  R.  "  Experience  of  the  Bethlehem  Steel  Company 
with  Plan  of  Employes'  Representation"  (Statement  by  the 
President).    In  Law  and  Labor,  June,  1921,  pp.  156-158. 

Leiserson,  William  M.  "  Relations  between  Employer  and  Em- 
ployee." In  Monthly  Labor  Review,  United  States  Department 
of  Labor,  October,  1919,  pp.  207-216. 

Leitch,  John.     Man  to  Man:  The  Story  of  Industrial  Democracy. 
New  York:  B.  C.  Forbes  Company.     1919.    249  p. 
Description  of  the  Leitch  or  "  Federal  "  plan  of  organising  indus- 
trial relations. 

Litchfield,  Paul  W.  The  Industrial  Republic  —  A  Study  in  Indus- 
trial Economics.  Boston:  Houghton,  Mifflin  Company.  1920. 
95  p. 

Meeker,  Royal.  "  Employees'  Representation  in  Management  of  In- 
dustry." In  Monthly  Labor  Review,  United  States  Department 
of  Labor,  February,  1920,  pp.  1-14. 

National  Industrial  Conference  Board.  Works  Councils  in  the  United 
States.  Research  Report  No.  21.  New  York:  published  by  the 
Board.     1919.     135  p. 

National  Industrial  Conference  Board.  A  Works  Council  Manual. 
Research  Report  No.  26.  Supplemental  to  Research  Report  No. 
21.     New  York:  published  by  the  Board.     1920.     32  p. 

New  Jersey  State  Chamber  of  Commerce.  Bureau  of  State  Re- 
search. Shop  Covnnittees  and  Industrial  Councils.  Prepared 
by  Paul  Studensky.  Newark,  N.  J.  Published  by  the  Cham- 
ber, July,  1919.     63  p. 
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Plant  Publications 

Colorado  I'ucl  &  Iron  Company.  Denver,  Colorado. 

Industrial  Representation  Ptati,  and  Memorandum  of  Agreement. 

Dennison  Manufacturing  Company,  Framingham,  Mass. 

Employees'  Cooperative  Plan.     Constitution  and  By-Laws. 
Employees'  Industrial  Partnership  Plan. 
Book  of  Information. 

Dutchess  Bleachery.  Inc.,  Wappingers  Falls,  N.  Y. 

Handbook  of  the  Partnership  Plan.     Published  by  the  Board  of 

Operatives.     70  p. 
Bleachery  Life,  an  eight-page  newspaper,  published  monthly. 

General  Electric  Company,  Lynn  Works,  Lynn,  Mass. 
Plan  of  Representation. 

Midvale  Steel  &  Ordnance  Company,  New  York^  N.  Y. 
Plan  of  Representation  of  Employes. 
Employes'  Pension  Plan. 
Home  Building  Plan  for  Employes. 

The  Nash  Company,  Cincinnati,  Ohio. 

The  Golden  Rule  in  Business,  by  Arthur  Nash.     Boston;  Mur- 
ray Press.     1920.     16  p. 

New  York  Telephone  Company,  New  York,  N.  Y. 
Plan  of  Employee  Representation. 
Some  Facts  about  the  Personnel  Activities  of  the  New   York 

Telephone  Company. 
Plan  for  Employees'  Pensions,  Disability  Benefits,  and  Death 

Benefits. 

Packard  Piano  Company,  Fort  Wayne,  Indiana. 
The  Secret  of  Good  Business. 

Philadelphia  (Pa.)  Rapid  Transit  Company. 

Cooperative  Welfare  Association.     A   Plan  for  Collective  Bar- 
gaining and  Cooperative  Welfare. 

Printz-Bicdcrman  Company,  Cleveland,  Ohio. 

A  Guide  for  Our  Organization:  House  RuLs  and  Employees' 

Representation. 
With  Hands,  Heads  and  Hearts,  a  reprint  from  Business,  Feb- 
ruary, 1920. 

Standard  Oil  Company  of  New  Jersey,  New  York,  N.  Y. 

Industrial  Representation  E.xpcrience  of  the  Standard  Oil  Com- 
pany. 
The  Stock  Acquisition  Plan. 
Annuities  and  Bene  tits. 
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Swift  &  Company,  Chicago,  111. 

Employes'  Representation  Plan  for  the  Plants. 
Siaift  &"  Company  and  its  Etnployes. 

William  Filene's  Sons  Company,  Boston,  Mass, 

T/iu?nbnail  Sketch  of  the  Filene  Cooperative  Association. 

C.   INDUSTRIAL  AGREEMENTS  AND  JOINT  NATIONAL 
COUNCILS  IN  AMERICA 

(i)  The  Clothing  Trade 

Budish,  J.  M.,  and  Soule,  George.  The  New  Unionism.  See  p.  245, 
supra. 

Cohen,  Julius  Henry.  Laiv  and  Order  in  Industry.  New  York: 
Macmillan  Company.     1916.     292  p. 

A  record  of  five  years'  experience  with  the  Protocol  in  the  Women's 
Clothing  Trades  in  New  York. 

Joint  Board  of  Sanitary  Control.  Tenth  Annual  Report  of  the  Joint 
Board  of  Sanitary  Control  in  the  Cloak,  Suit  and  Skirt,  and  the 
Dress  and  Waist  Industries.  New  York,  131  E.  17th  St.,  1921. 
64  p. 

Howard,  Earl  D.  comp.  The  Hart,  Schaffner  &"  Marx  Labor 
Agreement:  Industrial  Laiv  in  the  Clothing  Industry.  Chicago: 
Hart,  Schaffner  &  Marx.     1920.     97  p. 

Jacobstein,  Meyer.  Can  Industrial  Democracy  be  Efficient?  In 
Bulletin  of  the  Taylor  Society,  New  York,  August,  1920,  pp. 
153-159. 

United  States  Department  of  Labor. 

"  Adjustment  of  Labor  Disputes  in  the  Garment  Industries  of 

Cleveland.'    Monthly  Labor  Review,  July,  1920,  pp.  53-7. 

"  The  New  Agreement  Affecting  the  Men's  Clothing  Industry 

in  Rochester,  N.  Y."    Monthly  Labor  Review,  Dec.  1920, 

pp.  99-101. 

United  States  Department  of  Labor.     Collective  Agreements  in  the 
Men's  Clothing  Industry.     Bulletin  198,     By  Charles  H.  Wins- 
low,      Washington:    Government   Printing    Office,     September, 
1916.     186  p. 
Part    I.  Mediation,    Conciliation,    and    Arbitration    under    the   Labofl 

Agreements  of  Hart,  Schaffner  &  Marx  with  their  employees,  1911-1914. 
Part   II,  Agreements   of  Labor   Unions   with   Associations   of   Mana* 

f  acturers, 
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(3)  Joint  Agreements  in  Other  Trades 

Silk  Industry.  Agreement  (between  Four  Silk  Companies  and  the 
Amalgamated  Textile  Workers  of  America).  N.  Y.,  April  10, 
1920.  Copies  available  by  request  to  Mr.  Fritz  Kaufman,  Vice- 
President,  Smith  and  Kaufman,  541  West  132d  Street. 

SufTern,  Arthur  K.  Conciliation  and  Arbitration  in  the  Coal  In- 
dustry of  America.  Boston  and  New  York:  Houghton  Mifflin 
Company.      1915.     376  p. 

United  States  Department  of  Labor. 

Agreement   Affecting    Employees   of   Haverhill    (Mass.)    Shoe 
Manufacturers   Association.      In   Monthly   Labor  Revie^v,  Jan. 

1921,  p.  136-8. 
Affects  about  57  firms  and  about  8,300  workers. 

Collective   Bargaining    in    the    Anthracite    Coal    Industry,    by 
Edgar  Sydenstricker.    Bulletin  191,  March,  1916.     171  p. 

"Joint  Shipping  Industrial  Conference",  by  Benjamin  Squires. 
In  Monthly  Labor  Revie^v,  July,  1919,  pp.  14-23. 

"Labor  Agreement  in  the  Trawling  Branch  of  the  Fishing  In- 
dustry."    In  Monthly  Labor  Review,  Jan.  1921,  pp.  138-139. 

"The  Portland    Oregon    Plan  of  Preventing  Labor  Disputes." 

In  Monthly  Labor  Revieiv,  December,  1920,  pp.  94-98. 
Describes  the  agreement  of  General  Building  Contractors  Association 
with  the  Building  Trades  CounciL 

Walker,  C.  R.,  Jr.  A  National  Council  for  the  Printing  Trades. 
In  Monthly  Labor  Revic^v.  United  States  Department  of 
Labor.     January,  1921.     pp.  23-44. 

D.    EUROPEAN   EXPERIENCE 
(i)  In  Great  Britain 

Bing,  .Me.xandcr  M.  "  The  British  Building  Guilds."  In  The  Sur- 
vey, Oct.  29,  1921,  pp.  167-171. 

An   American   builder  diacuascs   the   thooricis  of  the   BritL^h    Building 
<tuil<lB  and  their  experience  in  applying  them. 

Bloomfield,    Meyer.      Mitnagemmt   and   Men:    A    Record   of    Nno 
Steps  in  Industrial  Relations.     New  York:  Century  Company. 
1919.     591  p. 
An  iiccount  of  the  d«volopmenta  in   the  indostri.-U  situation   in   Great 

p.r>»'>".    with  rf>print«  of  many  ofncial  dociimenta. 
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Canada.  Department  of  Labour.  Jatnt  Councils  in  Industry.  See 
p.  000,  supra. 

Garton  Foundation,  London.  The  Industrial  Council  for  the  Build- 
ing Industry.    London:  Harrison  and  Sons.     1919.     153  p. 

Goodrich,  Carter  L.  The  Frontier  of  Control:  a  Study  in  British 
Workshop  Politics.  New  York:  Harcourt,  Brace  and  Howe. 
1920.     277  p. 

Tead,  Ordway.    Building  Guilds  in  Great  Britain.     New  York  City: 
The  Bureau  of  Industrial  Research.     1921.     16  p. 
Story  of  an  experiment  in  industrial  reorganization.     Reprint  of  study 
published   in  Journal  of  Am&i.can   Institute   of  Archifects.     February, 
1921. 

United  States  Department  of  Labor.     Joint  Industrial  Councils  in 
Great  Britain.     Bulletin  255.     Washington:  Government  Print- 
ing Olfice.     1919.     207  p. 
A  reprint  of  important  documents  concerning  Whitley  Councils. 

(2)  On  the  Continent 

National  Industrial  Conference  Board.  Problems  of  Labor  ccnd  In- 
dustry in  Germany.  Special  Report  No.  15.  New  York.  Pub- 
lished by  the  Board,  Sept.  1920.     65  p. 

United  States.    Department  of  Labor. 

1.  "Austrian  Law  Establishing  Works  Councils."  In  Monthly 
Labor  Review,  September,  1919,  pp.  133-134. 

2.  "  Works  Councils  in  Germany."  In  Monthly  Labor  Review, 
September,  1919,  pp.  125-133  (compiled  by  Alfred  May- 
lander)  ;  May,  1920,  pp.  172-181;  April,  1921,  pp.  155- 
158;  June,  1921,  pp.  135-137. 

IIL  THE  PRINCIPLES  AND  PRACTICE  OF  PERSONNEL 
ADMINISTRATION 

A.    SELECTION,    TRAINING,  PROMOTION,  SAFETY, 
HEALTH,  SERVICE  ACTIVITIES  ETC. 

American  Academy  of  Politjcal  and  Social  Science.    Annals. 

Personnel  and  Employment  Problems.     No.  154.     Philadelphia, 

May,  1916.     326  p. 
Stabilizing  Industrial   Employment.      No.    160.      Philadelphia, 

May,  1917.     246  p. 
Labor,  Management  and  Production.     No.   180.     Philadelphia, 
September,  1920.      173  p. 
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Bloomfit'ld,  Daniel.  Labor  Maintenance:  A  Practical  Handbook  of 
Employees'  Service  IVork.  New  York:  Ronald  Press  Company. 
1920.     530  p. 

Bloomfield,  Daniel  (Editor).  Selected  Articles  on  Employment  Man- 
agement.    New  York:  H.  W.  Wilson  Company.     1919.     507  p. 

Frankel,  Lee  K.,  and  Fleisher,  Alexander.     The  Human  Factor  in 
Industry.     New  York:  Macmillan  Company.     1920.     366  p. 
A  detailed  examination  of  the  methods  of  persounel  and  Bervice  work 
in  industry,  with  frequent  reference  to  the  practice  of  particular  firms. 

fndustrial  Relations  Association  of  America.     Proceedings,  Annual 

Convention,  Chicago,  HI.,  May  ig-2i,  ig20.     Published  by  the 

Association  (formerly  the  Employment  Managers'  Association). 

Note:     The  headquarters  of   the  Association  are  now  at  G71   Broad 

Btreet,  Newark,  N.  J.     The  Association  also  issues  a  monthly  publication, 

Personnel,    which    contains    material    on    employment    management    and 

personals  of  the  men  in  the  field. 

The  United  States  Department  of  Labor  has  published  the  following: 
Froceedings  of  the  Employment  Manager's  Conference  held  at  Minno- 
apolis,  January,  1916.     Bulletin  196. 

Froceedings  of  the  Conference  of  the  Employment  Managers'  Asso- 
ciation of  Boston,  Mass.,  May  10,  1916.     Bulletin  202. 

Proceedings  of  the  Employment  Managers'  Conference,  Philadelphia, 
Pa.  April  2  and  3,  1917.     Bulletin  227. 

Proceedings  of  the  Employment  Managers'  Conference,  Bochester, 
N.  Y.,  May  9-11,  1918.     Bulletin  247. 

Kelly,  Roy  W.  Hiring  the  Worker.  New  York:  Ronald  Press 
Company.     1918.     250  p. 

The  methods  to  be  used  by  an  employment  department  In  selecting, 
training,  promoting  and  retaining  men, 

Rowntree,  B.  Seebohm.     7^he  Human  Factor  in  Business.     London 
and  New  York:  Longmans,  Green  and  Company.     1921.     173  p. 
The  problems  of  employment  at  the   famous  Rowntree  Cocoa  works, 
York,  England,  and  the  principles  upon  which  they  are  administered. 

Shefferman.  Nathan  W.  Employment  Methods.  New  York :  Ronald 
Press  Company.      1920.     573  p. 

Simons,  Algie  M.  Personnel  Relations  in  Industry.  New  York: 
Ronald  Press  Company.       1921.     34 1  p. 

Tead,  Ordway,  and  Metcalf,  Henry  C.  Personnel  Administration: 
Its  Principles  and  Practice.  New  York:  McGraw-Hill  Hook 
Company.      1920.     538  p. 

A  r.f.nij.roh<»iMiive  preaentation  of  the  philo.sophy,   principles  and   tech- 
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nique  of  employment,  health  and  safety,  training,  research  and  joint 
relations. 

United  States.  Federal  Board  for  Vocational  Education.  Bibliog- 
raphy of  Employment  Manage Jiicnt.  Bulletin  No.  51.  Em- 
ployment Management  Series,  No.  9.  Washington:  Govern- 
ment Printing  Office.     June,  1920.     117  p. 
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